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SOME INTERNATIONAL ASPECTS OF CAPITALISM 
AND ITS PRESENT CRISIS 


HERBERT von BECKERATH 
Duke University and University of North Carolina 


I 


The following argument rests on certain general assumptions 
and theoretical conceptions which I may be allowed to state in 
thesis form. 

Capitalism, both in its liberal and in its regulated or controlled 
varieties, is a composite politico-economic system. For all real- 
istic purposes it can be understood only as such. Capitalism is the 
economic expression of the spirit of the Occident in its later stages 
of development since the Renaissance, the Reformation, and the 
growth of natural science. Nineteenth century capitalism has 
been developed under Anglo-Saxon, particularly English, leader- 
ship and according to English standards and patterns. 

As a politico-economic system, Jiberal capitalism meant the 
social organization of production and distribution in a competi- 
tive process coordinated by markets. The distribution of eco- 
nomic power and wealth was determined by competitive economic 
efficiency. This rule was considerably modified by the hereditary 
character of private property, which despite its new individualistic 
conception was largely taken over from the previous feudal order, 
and by the accompanying differences in education and training. 
The process of “‘fair’’ competition according to prevailing stand- 
ards, and its resulting distribution of wealth, were regarded as 
lawful. Asa matter of fact they established, so to speak, the eco- 
nomic constitutional basis for property. 

The smooth working of the self adjusting competitive process 
depends upon the relative stability of the legal and monetary foun- 
dations upon which competitive and speculative business and in- 
vestment are built. Likewise, it depends upon the conservative 
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administration of public affairs, avoiding destruction of profits 
and savings by excessive taxation, and refraining from intrusion 
in that sphere of business which is traditionally regarded as private 
domain. In short, it requires a clear and relatively unchanging 
demarcation between the public and private sectors in economic 
life, though this line may be drawn somewhat differently at various 
times and places. 

Insofar as full grown capitalism with large scale mechanized 
production tended to separate labor and property, and made the 
defenders of the property order a minority, this minority sought 
support for its authority over the masses in values other than those 
of utilitarianism, rationalism, materialism, and individualism, in- 
herent in the capitalist system. This authority of the new bourgeois 
class was derived in some cases from the remains of previous feudal 
powers. This was true in monarchical and bureaucratic societies. 
Here the bourgeois class accepted the political and imperialistic 
ideology of the previous wat-bred ruling class, and acquired finan- 
cial and business prerogatives in exchange for the participation of 
bourgeois parliaments in voting taxes for imperialist purposes. 
In national societies of the American-Revolutionary type, the 
belief in the progress of civilization developed through the en- 
lightened age as the result of a secularization of the Christian faith 
in redemption; and the belief in the democratic state as the proper 
vehicle for the advance of humanity helped to sustain the authority 
of the representative bourgeois groups of the new society. 

It was possible for this type of economic society to develop into 
an international order of great consistency and stability, in spite 
of rival national sovereignties, because of two sets of circum- 
stances. First is the community of interest in the leading feu- 
dal-bourgeois and bourgeois groups in all occidental, capitalist 
countries during the nineteenth century. Bourgeois groups were in- 
terested in capitalism as a source of profits; feudal and semi-feudal 
groups and bureaucracies were interested in capitalism and sci- 
entific production as an indispensable instrument of military power 
in modern times. The second circumstance responsible for the 
rapid international development of capitalism is the supremacy of 
England since the nineteenth century, which permitted the system 
to develop along lines established by this pioneer capitalist coun- 
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try. Free trade justified by the theory of comparative advantage, 
and the gold standard which gradually deveioped during the nine- 
teenth century as the growth of international trade and finance 
required, are essentially English contributions. 

If the world did not accept free trade, it did accept a system of 
conventional tariffs stabilized through long term agreements often 
concluded simultaneously by groups of states, and supplemented 
by the most favored nation principle which governed international 
relations almost without exception. The aloofness of the United 
States from free trade was not decisive, for it treated foreign nations 
on an equal footing in its autonomous tariff. This status of inter- 
national trade facilitated international investment involving late 
returns, and maintained the unity of international markets and 
prices. 

The gold standard and this common system of international trade 
supplemented each other, for the free flow of gold from country to 
country, if it was to achieve its purpose, required the free counter- 
flow of goods and services induced by price differentials. Further- 
more, both were dependent on great flexibility of prices and costs 
in all countries, particularly those of dominant importance in 
international trade. Most important in this respect, again, was 
the highly commercial, flexible character of English economy, and 
the stability of the pound sterling which was used in most inter- 
national transactions. The pre-war stability of the pound de- 
pended on the considerable volume of short term English claims on 
foreign countries, which could be liquidated to prevent deprecia- 
tion, and on England’s free trade and foreign lending, which could 
be expanded to prevent appreciation. 

With this relatively neutral monetary and legal foundation, 
established and managed by governments and central banks on the 
assumption of stable financial conditions in the leading countries, 
international exchange in the last quarter of the nineteenth century 
developed to such a degree that it became vital for the existence 
of the masses. This was particularly true in the leading centers 
of the capitalist world and in the peripheral countries specializing 
in one-crop agriculture or in mining that served these centers. 
The legal and monetary foundation of pre-war capitalism, it should 
be noted, required little control of business by government. 
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Even in pre-war days this system was menaced by the develop- 
ment of monopoly prices and rigid costs. Overhead costs grew 
higher and became more rigid even in competitive industry. This 
was the result of increased mechanization, taxation, and socio- 
political charges. Furthermore, under the urge for mass produc- 
tion resulting from high overhead costs, the tendency toward 
aggressive selling developed which created a serious disturbance 
of the smooth market adjustment. This adjustment, according to 
the logic of the system, depended on the reaction of supply to 
demand rather than of demand to supply, and could not be expected 
to realize itself harmoniously when following contradictory ori- 
entations at thesametime. The rigid cost structure, under certain 
conditions, made for stickiness of prices and a tendency to cut pro- 
duction sharply instead of reducing prices. This was particularly 
true when in the first stages of depression, business was confronted 
with low inelastic demand, reduced plant operations, and prac- 
tically constant high overhead. 

The development of large corporations, mergers, cartels, and 
pools, made for spheres of entrenched quasi-political power in 
business. Within these, the underlying principle of capitalism, 
the rule of fair competition, was not applied in deciding issues 
between owners and management, different groups of capitalists, 
sellers and buyers, employers and labor. This happened without 
replacing the rule of fair competition with something equally 
clear and consistent. Also business, individually and in industrial 
groups, banks, and labor organizations, changed from their indi- 
vidualist, politically neutral, attitude, to one of group pressure, 
trying to use political power to bolster an unsatisfactory competi- 
tive position with governmental favors in the form of high priced 
orders, subsidies, tariffs, etc. This economic and political plur- 
alism with its politically backed monopolies not only disturbed 
the fluidity of markets, but it also prevented consistent government 
policies aimed at maintaining the monetary and legal foundation 
upon which competitive business could persist. 

At home, the growing class consciousness and improved political 
organization of the proletarian groups, and abroad, the political, 
cultural, and economic emancipation of exploited overseas coun- 
tries, endangered the established capitalist order. Until the World 
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War, however, these difficulties were minimized by the rising price 
level after 1895, which enhanced profits and employment, and 
stimulated investment. Another helpful factor was the possi- 
bility of dumping surpluses of capital, of labor, and of specific 
commodities into the not yet fully developed non-capitalist and 
semi-capitalist areas at the fringe of the system. Thereby the 
recurring disturbances of maladjustment and disproportionality 
within the system could be rapidly overcome. 


Il 


This, in short, was the stage setting for the present crisis. The 
war smashed the capitalist system to pieces. It broke the soli- 
darity of leading groups within the capitalist world, replacing 
in many countries the old elite with new leading groups which 
often were not capitalist, and particularly not liberal, in philoso- 
phy. It broke, at the same time, the monetary and economic unity 
of the world, and developed in these fields antagonistic policies. 
In fact, economic warfare displaced coéperation. 

Only one thing survived. In spite of the dreams of those who 
had forgotten that they lived in an international society wherein 
their countries could flourish only insofar as they acted as members 
of this greater unity, international exchange was found to be 
vitally necessary. It is this necessity in an economic environment 
inherited from the nineteenth century with a regional international 
distribution of population dependent upon it, that at present is 
the only strong power making for international solidarity and 
economic liberalism. Otherwise the world seems to have lost use 
for these conceptions, because liberalism as a philosophical and 
spiritual conception implying the idea of the dignity, freedom and 
self reliance of man has gone out with the decay of all spiritualist 
conceptions under the impact of materialism, pragmatism, and 
positivism, and the return of mankind to instinctive emotional 
allegiances. 

As an economic conception, liberalism lost its hold over the 
masses with the growth of unemployment and other economic 
hazards of labor, until the urge for collective aid and security 
replaced the desire for freedom of individual action in a competi- 
tive society. However, recollections of the past, and the success 
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of the leading liberal capitalist countries in the war, made for a 
short lived revival of the previous international order of capitalism 
from 1924 to 1929. But this was a predestined failure, because it 
did not recognize that there can be no lasting economic unity 
without political harmony and codperation. 

The temporary reestablishment of international monetary sta- 
bility and trade solidarity on the basis of low tariff, most favored 
nation agreements between 1924 and 1929 was due primarily to 
the restoration of the gold standard as an international system. 
With the uneven distribution of the monetary gold of the world, 
and the resulting shortness in some countries, provision could not 
be made for free circulation of gold coin and ample reserves of gold 
coin and bullion. Instead, in accordance with the recommenda- 
tions of the Genoa Conference in 1922, gold bullion standards, 
largely in the form of so-called gold exchange standards, were 
established, allowing payments only in international transactions. 
In this system, gold exchange, that is, acceptances, checks, and 
cable transfers on gold standard countries replaced or supplemented 
actual gold as a coverage. 

Secondly, the new system was established on a basis of inter- 
national credits on an unprecedented scale. In pre-war times the 
international credit system played an important part in the struc- 
ture of international economy. It was estimated that England's 
claims on foreign countries amounted to nearly $20 billion, France’s 
claims to about $7 billion, Germany's claims to about $5 billion, 
and similarly, Holland, Switzerland, Belgium, and other countries 
had considerable investments in foreign countries. Ownership 
in foreign enterprises represented along term investment, and was 
in the main carefully chosen with regard to the amount and safety 
of the investment. It made, therefore, for rational international 
distribution of capital. A large part of this credit went to eco- 
nomically young and primitive countries with scarce capital supply 
and high returns from the exploitation of ample mineral and agri- 
cultural resources. International short term indebtedness repre- 
sented more or less temporary speculative investment in foreign 
money markets and foreign exchanges, and in great part safe, self 
liquidating investment in financing current transactions in inter- 
national trade. Heavy losses in international investments which 
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occurred at times failed to shake the system, as international in- 
vestménts usually were in the hands of powerful capitalists and 
banks capable of bearing losses. 

The type of quasi-gold standard and the international credit 
structure after 1924 differed considerably from pre-war standards, 
and this difference is largely responsible for the collapse of 1929. 
With a real gold standard, the adjustment of a so-called passive 
international balance by the outflow of gold, with its ensuing 
deflationary effects, made for a degree of solidarity among the note 
issuing banks of leading countries, for in such a case other note 
issuing banks were strengthened in their reserves. Exactly the 
opposite holds true with the gold exchange standard. In this 
case, reserves are used for payment of the current international 
balance due to foreign countries by presenting claims on foreign 
banks, in the last analysis on foreign central banks, thereby draw- 
ing on their reserves at a time when that may interfere with their 
Own monetary policy. Furthermore, the use of gold exchange 
bills instead of gold makes differentials in interest rates a deter- 
mining factor which may disturb the automatic and proper func- 
tioning of the monetary system. 

Thus efforts of the German Reichsbank to prevent and check the 
development of a continuous highly unfavorable balance of inter- 
national trade and payments and a dangerously great inflow of 
foreign capital into the German money market by offering very 
cheap discount credit, even below the market rate, was largely 
frustrated. This policy temporarily resulted in halting the influx 
of capital and even reversed the movement. On the other hand, 
however, it meant an over-expansion of credit and a national boom 
which finally resulted in the need for more foreign capital and in 
the re-establishment of the original situation which the Reichs- 
bank had set out to correct. 

Much more dangerous than these shortcomings of the partially 
adopted gold exchange standards were the fundamental weaknesses 
of the international credit structure that developed after 1924. 
This credit structure not only carried over the then unlimited po- 
litical indebtedness of Germany, but also the inter-allied political 


1 A. Lansburgh, article on Banken in der Volkswirthschaft in Handwoerterbuch der Staatswis- 
senschaften, 4th edition, Ergaenzungsband. 
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debt which, discounted at 5 per cent, was nearly $16 billion as 
late as 1930.2 These political debts represented charges not cor- 
responding to any earning assets. Very often they were uneco- 
nomical in the sense that countries with a poor capital supply and 
low rates of return on capital had to make large payments to 
wealthy nations without any special earning asset represented by 
the indebtedness, that is, without any preceding strengthening of 
the productive structure of the debtor countries through capital 
investment. These payments were made all the more difficult by 
the fact that the tribute receiving countries made the reception of 
these tributes in the only form in which they could be paid, 
namely, in kind, more difficult by placing obstacles in the way of 
their import trade. 

In spite of these and other handicaps to sound international 
credit, the great wave of long and short term investment, largely 
of the United States, developed after 1924. The public and private 
long term international indebtedness, still undiminished, amounted 
to about $60 billion, and the short term international indebtedness, 
since reduced by much more than half, amounted to about $23 
billion, at the end of 1930. This undesirable expansion of inter- 
national credit may be attributed to two factors: first, investors 
and bankers during the war seem to mave lost their sense of dis- 
crimination between good and bad investment; second, the experi- 
enced international creditor, the English capitalist and banker, 
was temporarily replaced by the less experienced American capi- 
talist and banker. Everyone who needed credit, often for the 
most uneconomical purposes, seemed to get it regardless of the 
profitability, the liquidity, and the safety of the investment, and 
the crucial problem of the later retransfer of huge sums for capital 
and interest. Capital did not pour into the most profitable and 
safest investments, but was largely passed out as a kind of inter- 
national emergency credit both to public and private debtors, with 
a growing proportion of the former. The fact that war-weekened 
nations in Europe that had already exploited to the fullest extent 
their national resources, and that were handicapped in the profita- 
bility of their business by relatively excessive wage claims and 


2 Devaluated dollars. 
3 Estimates of the Bank for International Settlements. 








INTERNATIONAL ASPECTS OF CAPITALISM 123 


heavy expenditures for public services, could not possibly live up 
to the expectations of their creditors was entirely disregarded. As 
time went on, foreign investors became more hesitant, and replaced 
the buying of mortgages and securities with short term invest- 
ments. This made matters worse, for to a large extent the corre- 
sponding assets of the debtor were not of an easily liquidable kind. 

For the time being, however, this irrational extension of inter- 
national credit made it possible to bridge temporarily many of the 
fundamental deficiencies and cleavages in the post-war capitalist 
system, although the political codperation of national govern- 
ments and the social codperation of economic classes within each 
nation, necessary for the orderly functioning of the capitalist sys- 
tem were absent. The fact that war tributes were paid out of the 
proceeds of foreign credits to governments and citizens, and not 
out of wealth and income, postponed at least temporarily clashes 
between governments which might have endangered peaceful eco- 
nomic codperation. Furthermore, the inflow of credits into ex- 
hausted economies, particularly into Germany which received 
much more in this form than she paid in war tributes between 1924 
and 1929, eased internal social tensions. On the basis of these 
foreign credits, high salaries and high wages could be paid, and 
in spite of all obstacles industry and agriculture could be kept 
employed by means of considerable governmental and private 
spending based on foreign credits. 

This is the secret of the temporary revival of an apparently 
liberal international trade and of an apparently liberal economic 
system during these few years in spite of the fact that there no 
longer was that international or national unity of purpose that is a 
necessity of the liberal capitalist system. 


Ill 


A realization of the gravity of the situation was certain to result 
in collapse. This was to be expected because it is impossible in 
the long run to pay current interest and amortization on old credits 
out of the proceeds of new credits instead of out of corresponding 
earnings from the profitable use of capital. After a while, with 
the accumulation of a constantly growing international indebted- 
ness, the current requirements for debt service must tend to become 
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greater than new credits from abroad, as the amount of new credits 
is always limited with the dwindling of suitable pledges and the 
increasing defaults of public and private debtors. 

“It is HOt Necessary to review the well-known stages of the inter- 
national collapse from 1929 to 1932 with its aftermath in the spring 
of 1933. It left the world fundamentally in the same situation as 
after the Great War, with disrupted and tottering currencies and 
shifting national price levels far off international equilibrium, with 
a panicky situation in the international credit market, with dis- 
ruption of the coérdinated international trade policy, and under- 
lying it all, with irreconcilable differences in the political and 
economic aims of governments. Furthermore, class conflicts de- 
veloped that threatened revolution not only from the proletarian 
class but also from the now proletarized former middle class. It 
was no longer possible, as had been done in the immediate post- 
war period, to smooth out fundamental disturbances in politics 
and in monetary systems by use of international credit. The 
world was confronted with the problem of restoring, consistently 
and comprehensively, its elaborately complex economic system, or 
of facing adjustment by way of catastrophe, at the expense of 
fundamental spiritual and material values. 

The world faced this task without a clear grasp of the under- 
lying disruption in the moral, the political, and the economic 
framework of society. The expediencies of previous years had 
only served to postpone a clear realization of this issue in spite of 
the growing number of philosophical, historical, and political 
treatises stressing it. In fact, in recent years, under the pressure 
of urgent specific needs, the problems of recovery and reform of the 
capitalist system have been treated in a manner determined by 
economic factors rather than by spiritual and moral conceptions. 
Except for the particular Russian case, new ideals referring to the 
political set-up and to social ethics seem to be either of little 
direct economic bearing, or as in the German and Italian case, 
seem to be reconcilable in wide limits with different economic 
systems. 

The general trend of public opinion is undoubtedly in favor of 
collectivism, but the inertia of economy and the necessity of up- 
holding to some extent international economic coéperation on the 
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basis of a competitive order thus far have prevented a very rapid 
advance of collectivist tendencies. On the other hand, in the 
economic system itself there are forces which work in favor of a 
publicly controlled and manipulated if not of a state socialist 
economy. These forces are more difficult to overcome than politi- 
cal tendencies and trends, as they make restoration of a truly 
competitive self adjusting economy technically most difficult. An 
instance of this is the development of large scale mechanized pro- 
duction with its financial concomitant of giant corporations and 
trusts, and the resulting rigidity in prices. Furthermore, disrup- 
tive tendencies result from interspersing competitive economic 
spheres with areas of entrenched quasi-political power in business, 
and from the granting of subsidies and privileges by government to 
business and labor. This blurs the clear line of demarcation be- 
tween governmental policy and private business so essential for 
the proper functioning of the capitalist system. 

With all these developments, there has, until recently, been 
little sound criticism and even less effective recognition of the 
fundamental question by the public and by government. This is 
largely due to the fact, previously mentioned, that in the decisive 
period between the early 90's and the war, and again, during the 
war and post-war inflation and expansion, until 1929, business 
worked with rising price levels, expanding profit margins, grow- 
ing markets, and large facilities for dumping surpluses of capital, 
labor, and specific commodities resulting from maladjustment in 
the capitalist system. As long as such conditions prevailed, the 
inflexibility of prices and expenses, and the injustices in the dis- 
tribution of economic power and wealth were not sufficiently 
urgent to stimulate study and action. It was after 1929 when, as 
a sequence to the collapse, the tremendous international credit 
deflation took place and business was confronted with the task of 
adjustment to much lower prices and much reduced receptivity of 
markets, that the world realized the loss of flexibility and the 
failure of the competitive rule to give fair results socially and 
economically. 

Given the degree to which rigidity had already developed, par- 
ticularly in industrial expenses and prices, and given the monopo- 
listic positions in business which it seemed hopeless to break, it 








126 HERBERT VON BECKERATH 


was logical from an economic point of view to try to control 
monopolies instead of breaking them, and to restore by money and 
credit expansion those favorable conditions under which the 
modern frame of business with its inelasticity seemed able to per- 
sist. Public activity in business, particularly in money and credit, 
which had previously been the more or less static foundation upon 
which dynamic private business operated, was converted into the 
dynamic and flexible part of the capitalist economy, while the 
strictly private business sector became increasingly rigid. 


IV 


The advocates of such policies of compensatory economic plan- 
ning take an optimistic view of the enormously complex problems 
of economic and statistical theory and technique, and of the extra- 
ordinary administrative tasks, involved in such a plan. I am in- 
clined to agree with a recent statement of Professor Hayek to the 
effect that we have not yet mastered the involved theoretical and 
statistical problems to a sufficient degree to permit a practical trial 
of a planned economy.‘ 

Apart from statistical problems, such policies meet with the 
obstacles which spring from the fact that our method of inducing 
a revival of private business, by offering cheap and abundant credit 
through government and private banks, does not always work. 
Business revival requires not only cheap means of production, of 
which capital cost is an important element, but also an optimistic 
outlook of business towards its future operations free from political 
and social disturbance. When cheap credit policies failed, govern- 
ments often tried the “‘priming of the pump’’ method of large 
public orders on the basis of government credit to start the private 
business machine. As this, however, involves prospects for grow- 
ing taxation or growing public indebtedness and possibly inflation, 
its stimulating effects may easily be offset by depressing psycho- 
logical effects. When this policy is maintained too long and over- 
done to the degree that over-taxation and the absorption of capital 
in public loans swallow up more funds than are currently accu- 
mulated and saved in private economic life, private business is 


“In Collectivistic Economic Planning, London: Routledge, 1935. 








INTERNATIONAL ASPECTS OF CAPITALISM 127 


depressed instead of stimulated. This can even be true when the 
use of the funds in public economy is a more or less reproductive 
one from a social economic point of view. 

These methods and efforts to manipulate the trend of competitive 
business also require correct forecasting of trends of consumption 
in the home market, of the degree of disturbances to be expected 
from abroad, and furthermore of the degree and rate of technologi- 
cal improvement and reduction in cost of production. All this 
is very difficult to achieve and is an object of heated theoretical 
controversy as far as the methods of coping with such problems go. 

Much more fundamentally, however, this whole procedure is 
open to objection because such efforts, though often advocated in 
order to preserve capitalism on a semi-liberal basis by prompt and 
effective public control, are likely to lead to an ever increasing 
development of centralized autocratic political power. Even 
assuming that it might be easier from an economic point of view to 
perpetuate our economic system by inverting it in the sense ex- 
plained above, it is very doubtful whether this presumptive gain 
in economic management would not be offset by much greater 
losses and increased difficulties in the political management of 
society. It must not be forgotten that originally the greatest 
advantage of the competitive system was the small degree of politi- 
cal control it required, and that this advantage was of predominant 
importance in the international field. Here, in the absence of a 
single concentrated political power, only rather static and limited 
methods of control such as customs tariffs, monetary standards, 
and generally adopted simple monetary management seem to be 
possible. 

An expectation of consistency in the public management of a 
dynamic and highly involved economic process under the present 
political circumstances is entirely unlikely, if not impossible, of 
fulfillment in the international field. Therefore, it is not to be 
wondered at that the efforts for reconstruction tend to be confined 
to closed national economies and tend to be accompanied by efforts 
to exclude influences coming from foreign markets and from foreign 
money and credit policies, not only through prohibitive customs 
tariffs, but also through direct control of outgoing payments and 
incoming goods and services. In order to interrupt the unity of 
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international commodity markets and price systems, locks are 
being built which regulate the flow of goods and of payments, 
regardless of supply and demand and price differentials. More- 
over, these policies are momentarily enhanced by the need to 
protect the tottering and struggling national economies from the 
impact on their monetary and banking structure of a sudden with- 
drawal of foreign credit and of a flight of national capital, and to 
protect them from efforts of foreign competitors to make the 
national market a dumping ground for their surpluses. 

In a period when, as in 1931, billions of international capital 
ask for displacement, when enormous amounts of capital fly to 
and fro between national economies in a panicky search for politi- 
cal and economic safety, and when distressed countries are willing 
to shoulder even the highest foreign tariff burdens in order to dis- 
pose of their surplus production, only direct restriction of the inter- 
national movement of commodities, capital, and payments can be 
effective. Even the establishment of equalization funds (Ameri- 
can, English, Belgian, etc.) as bumpers between the international 
money markets and a national currency will not be sufficient with- 
out supplementary measures, and this device is not open to all 
countries. 

In a period of moral and political, as well as economic, decay, 
the tendency toward economic seclusion is further fostered by the 
recognition that the urges and ideals making for social order are 
largely based on specific historical traditions in individual coun- 
tries, and can be much more easily developed within national 
frames and by means of a one-sided nationalistic ideology than by 
placing the rather remote humanitarian and cosmopolitan ideals 
of mankind before the masses. 

This autonomous economic policy for recovery and reform may 
be of some use even in countries largely tied up with the world 
market. It enables them to adopt a policy of monetary and credit 
expansion regardless of international market situations. As the 
Italian and German examples go to show, these procedures have 
been particularly successful when the political power of the respec- 
tive governments was great enough not only to allow for the ex- 
pansion of the price volume and business turnover, but at the same 
time to break the rigidity of prices and expenses in industry by 
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imposing price reductions and reductions of wages, salaries, and 
interest rates. For a time, the very effort to adjust a national 
economy to self-sufficiency makes also for new needs and therefore 
for more business, as new industries have to be developed and to be 
furnished with equipment of all kinds, and as the reshaping of the 
whole business structure for national coGperation is accompanied 
by considerable shifting of population resulting in construction 
of residences, public buildings, transportation facilities, etc. After 
a while, however, this effect is bound to spend itself and to end in 
a new jam if the development of international economic relations 
and international supplies cannot to some extent catch up with 
purely national developments. 

Since modern capitalism has evolved through a century, nation- 
ally and internationally, on competitive and codperative lines, 
it has resulted in a distribution of people over the globe and there- 
fore in numbers and densities of population in leading capitalist 
countries that can be maintained only on the basis of international 
interchange. Recent developments go to show that it is possible 
even in densely populated countries, such as the central and south- 
ern European ones and Japan, to supply most of the national needs 
in foodstuffs and forages by scientific intensification of domestic 
agriculture. There is, however, no possibility of supplying agri- 
cultural products which for climatic reasons are produced in spe- 
cific zones, nor such agricultural and mineral raw materials as are 
geographically limited in origin and are indispensable in the 
modern productive process. 

As yet no decisive progress has been made in the efforts to replace 
such imported raw materials with national substitutes of equal 
technical efficiency at not excessive cost. It may be possible by 
modern technique to stretch the already strained resources of 
densely populated countries sufficiently to supply their own food 
needs. However, they cannot do this and at the same time pro- 
duce all the raw materials for industry which in many cases can 
be had economically only from sparsely populated countries, or 
countries with low priced labor using capital extensive, and par- 
ticularly, soil extensive processes. Already in many countries this 
necessity for larger and better supplies of raw material, and the 
check to further advancement resulting from its deficiency, is being 
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keenly felt. I have only to cite in this respect the situation in all 
central European countries and in Japan. 

To sum up: a certain amount of national recovery, and therefore 
also of the aggregate of international production, could take place 
in spite of antagonistic international currency management and 
trade policies. But the moment seems to be near when further 
national recovery is dependent upon a rise in international trade. 
This rise should be accomplished through a change in international 
policies. Considering the vital importance of international trade 
recovery for national progress and restoration, it is particularly 
deplorable that the technique of autonomous and restrictive com- 
mercial policy through direct quantitative control of imports not 
only has a diminishing effect on international trade, but acts in a 
cumulative manner.® 

With a growing amount of rigid and narrow import quotas, and 
with regulations restricting international payment, a very con- 
siderable amount of international trade is no longer influenced by 
competitive power and price differentials, but is dependent upon 
unilateral or bilateral governmental regulations. The more this 
becomes true, the more it is difficult for many countries to increase 
their exports to maintain their active or equalized international 
balances of trade and payment, and the stability of their exchange 
rates. Therefore, when they cannot achieve equalization of their 
balance of trade and payments by increasing their exports because 
of administrative trade barriers against which superior technology 
and lower prices are of no avail, they resort to reduction of imports. 
Thus, administrative checks of imports in some countries have a 
tendency to generate similar checks in other countries and result 
in a cumulative strangulation of international trade. 


V 


Out of this situation new tactics in the fight for expansion of 
foreign trade arose. As competitive private effort was no longer 
sufficient to cope with the situation, countries broke through 
administrative barriers by the only apparently adequate means, 
that is, mutually agreed upon administrative regulation of the 
international economic intercourse between two countries. This 


5 See Haberler, Liberale und Planwirthschaftliche Handelspolitik, Berlin, 1934. 

















INTERNATIONAL ASPECTS OF CAPITALISM 131 


led to reciprocal preferential trade agreements, and to clearing and 
compensation agreements concerning the monetary and credit side 
of international business. What experience we have thus far 
unfortunately does not corroborate and verify the hopes with 
which these policies were initiated.® 

Reciprocal preferential policies in the form of mutual reduction 
of tariffs, widening of quotas, lifting of embargoes, etc., met with 
the difficulty that they went counter to a principle still widely 
acknowledged as fundamental to international economic law, the 
principle of most favored nation treatment. According to gen- 
erally accepted rules only particularly close relationships such as 
exist between members of the British Empire and between mother- 
land and dependency, or in individual cases between adjacent states, 
permit exception to this principle. The most favored nation prin- 
ciple has been strongly defended by nations with a widespread 
multi-angular international trade, and as would be expected, by 
the League of Nations. For this reason, mutually preferential 
policies could find only limited application. In case of multi- 
lateral preferential schemes, such as the Ottawa agreement, it also 
proved very difficult to frame and manage this form of joint inter- 
national economic planning in accordance with the manifold and 
often divergent national aims of the members of the group.’ 

Even within the limits of its use, however, it is doubtful whether 
preference does not tend to decrease rather than to increase the 
aggregate of international trade. If in the pursuit of these policies 
a considerable reduction of tariffs and other trade barriers is 
achieved and if these countries supplement each other well in 
their production, an enhancement of international trade and a more 
advantageous international division of labor and coéperation may 
occur. On the other hand, these agreements for preferential poli- 
cies distort the natural channels of international trade and partic- 


6 Compare especially the League of Nations’ Report on Clearing Agreements, published April 
3, 1935; the League of Nations’ World Economic Survey for 1934-35; also article by Karl Ritter 
in Foreign Affairs, April 1936, on ‘‘German Clearing Experience’’; and Haberler, op. cét. See 
also Greiff, Die neuen Methoden der Handelspolotik, Berlin, 1935; H. Gestrich, Geldpolittk und 
Weltwirtschaft, Berlin, 1934; G. Mackenroth und Francis Krebs, Die Wirtschaftsverflechtung des 
Britischen Weltreiches (all with Juncker und Dunnhaupt). Other data in L. Sommer, Nes- 
gestaltung der Handelspolitik, Berlin-Wien, 1935. 

7 See League of Nations’ World Economic Survey, 1934-5, p. 186 ff. 








132 HERBERT VON BECKERATH 


ularly the advantageous triangular and multi-angular exchanges.* 
Further, as they involve discrimination, these agreements lead to 
retaliation from the countries affected, which may enhance pro- 
hibitive tendencies in international trade policies even more than 
the preferential arrangement minimizes them. 

As to clearing arrangements, they are an attempt to avoid 
the checks to trade that result from restrictions on international 
payments. Clearing arrangements can be divided into two groups 
according to origin and purpose. To the one group belong those 
which are forced upon economically weak debtor nations with 
weak currencies by creditor nations. The other type are the clear- 
ing arrangements which debtor nations and nations with weak 
currencies bring about themselves in defense of their foreign trade 
and foreign exchange. Both groups have in common the stipula- 
tion that the trade between the partners, notwithstanding existing 
quotas, specific embargoes, etc., shall not be hampered as far as 
the resulting obligations for payment can be cleared against each 
other. Asa rule, they also provide that the clearing should be 
done on the basis of an exchange rate equal to, or at least closely 
approximating, the official exchange rate between the two cur- 
rencies. 

Technically, the clearing is done in this way: the importers of 
Country A pay the exporters of Country B not in B’s currency, but 
in their own currency to an account with a national central office, 
usually the central bank. Out of this account exporters of A, sell- 
ing to B, on notice from the central clearing office of B to the 
effect that corresponding amounts have been paid in there by B’s 
importers, are paid as far as the funds go, and in chronological 
order of their transactions. B's clearing office handles the pay- 
ments for imports and exports from and to A accordingly in its 
own currency. The two clearing offices clear between themselves 
only the net balances according to the stipulated exchange rate 
and the provisions of the agreement. 

When such clearing agreements are forced upon a nation with 
a weak currency, this is done by creditor nations with frozen 
claims on a debtor country that has an active balance in the mutual 


8 For details see League of Nations’ World Economic Survey, 1934-5. 
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trade relations between the two countries. The purpose is to 
monopolize for the creditor country the current net claims of the 
debtor country, in order to use them for gradual liquidation of 
the blocked assets in that country. Such measures of creditor 
nations are usually provoked by the introduction of exchange 
control and payment restrictions in a debtor country that prevents 
payments on debi service, and also by the practice of apportioning 
the surpluses from current international trade to the purchase of 
such imports as seem vital, regardless of origin. Accordingly, 
the typical stipulation is that part of the debtor country’s surplus 
in its account with the creditor country is not restored to it for 
free use in other markets, but is reserved for debt service in the 
creditor country. 7 

In fact, this stipulation acknowledges that debts can be paid 
only in kind, at least when a country has no monetaty reserves or 
foreign credit available. Sometimes, but by no means always, the 
creditor country has been consistent enough, as was France, to 
facilitate the development of a net balance in current trade in favor 
of the debtor country by reducing its own trade barriers to imports 
from the debtor country. Apart from this, however, the whole 
arrangement tends to check rather than to expand international 
trade. The country with the weak currency, that is to say, with 
an international trade which as a whole is passive, and possibly 
with heavy foreign obligations, deprived of its active balance in 
the trade with the clearing country for payments in third countries, 
is forced to reduce its purchases in those countries, and may have 
to face retaliation against these necessarily discriminatory reduc- 
tions inimports. Furthermore, a very considerable check on inter- 
national trade is brought about by the enormous and discouraging 
amount of red tape and delay implied in the application of such 
highly complex bureaucratic schemes. 

As a rule the whole arrangement does not accomplish the purpose 
for which it was enforced by the stronger partner, namely, the 
liquidation of claims. Contrary to expectations, it does not 
enlarge the other partner's active balance with the creditor nation, 
but tends to diminish it. This is due to the fact that as a rule 
the official rate of exchange underlying the clearing is unreal in 
that it overrates the value of the weaker country’s currency and 
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does not represent equilibrium of competitive forces between the 
countries, that is, purchasing power parity. The exports from the 
weaker country into the other’s market are discouraged, as the 
prices obtainable at that market, converted at the official exchange 
rate that overrates the national currency, may be insufficient to 
meet the high national costs of production. On the other hand, 
the importers of the debtor country are induced to buy as much as 
possible from the other country as they buy at a favorable exchange 
rate, and therefore cheaply. The exporters of the stronger country 
are likely to increase their exports under a clearing agreement, 
for they feel surer than ever of getting their payments, as these 
payments are made in their national currency from a fund with 
their national central bank. They also feel that the arrangement 
between the two governments involves a guarantee of payment. 

Thus, at least in the beginning, the international trade of the 
two countries, and particularly of the weak country with strict 
exchange regulations, being freed from hampering restrictions of 
payments through the clearing agreement, tends to be increased. 
At the same time, however, the originally active balance of the 
debtor country in this trade tends to be reversed. Finally, in spite 
of the liquidation of part of the older claims through the clearing, 
new claims in favor of the creditor country arise as a result of the 
growing passive balance of the country with the weak currency. 
The payments for its surplus of imports tends to accumulate in the 
clearing account of the national bank, representing sums credited 
by the other country which cannot be liquidated. In an effort to 
enforce liquidation, the creditor country then resorts to enforced 
curtailment of its exports under the clearing, through clearing visas 
or other devices, while the debtor country may follow suit with 
import restrictions, either under pressure from the other side, or 
voluntarily in defense of its currency. 

Usually the whole scheme has to be revised after a while as it 
leads to lagging payments to the exporters of the creditor country. 
The situation often results also in the addition of risk premiums 
to the prices calculated for sales in the weaker country. Thus, 
finally, the clearing arrangement not only checks and reverses the 
originally active trade between the two countries, but also the 
counter stream which it fostered, and diminution of the whole 
traffic results. 
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The other group of clearings is not due to the effort of a creditor 
nation to cash in from a debtor country of which it is a good cus- 
tomer at the expense of other countries, but to the effort of a 
country that is highly dependent on maintaining its exports to 
balance its international trade, and thus to stabilize its exchange, 
and is unable to do so because of rigid trade barriers. It hopes for 
an enlargement of its international trade from the clearing arrange- 
ment which involves mutual abolition of payment restrictions for 
all traffic that can be cleared. Such a country hopes to improve 
its balance of trade where it is passive. It therefore makes avail- 
able means of payment in the clearing office conditional on pur- 
chases from the other country. This type of clearing arrangement 
very often stipulates that payments for imports are permitted only 
when previous exports grant sufficient claims to offset such pay- 
ments. Such clearing schemes are often developed from the scheme 
previously described, when a country, as a consequence of rising 
costs of production, foreign trade barriers, the overrated value of 
its currency in clearing, and involved liquidating schemes forced 
upon it, sees its general trade balance and the balance of its cleared 
trade getting worse.!° 

With this type of clearing arrangement the results are just as 
disappointing as with the other. As long as the exchange rates 
underlying the clearings are higher than the weakened condition 
of the country’s currency and its high level of costs and prices 
watrant, its trade under the clearing arrangement tends to develop 
passively and the effort to correct the balance from the import 
side results in a progressive throttling of imports. The total 
import and export trade keeps shrinking, possibly with slight 
improvement of the balance. The German, Italian, and other 
experiences bear this out quite generally. 

In this situation countries resort to subsidizing exports. This, 
however, undermines their exchange rate as it tends to raise the 
domestic expense level. The same is true when nations, as is often 
done, supplement their official clearings by private compensation 
wherein certain private exporters are individually permitted, either 


® In most clearing arrangements exception is made for transit traffic in order not to permit 
the exporters of third countries to reap the advantages of the clearing. This hampers con- 
siderably all transit shipping and entrepot activities. 

10 See the German ‘‘New Plan of 1934.”” 
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indefinitely or in individual transactions, to sell freely in foreign 
countries against foreign exchange and to dispose of that exchange 
to importers at a higher rate than the artificial clearing rate, 
thereby getting a bounty for their exports. The meaning of this, 
of course, is partial acknowledgement of the real competitive 
situation and the real purchasing power parity rate of exchange. 
The ultimate effect is the gradual adjustment of the national ex- 
change rate to that condition. 

With both types of clearing arrangement, the lack of success is 
fundamentaliy due to an effort to accomplish the impossible: to 
preserve exchange rates which do not truly represent the mutual 
credit relations, exchange levels, and competitive power of the 
countries involved, and still to have the same trade relations as 
would result with realistic international exchange rates repre- 
sentative of the national price and expense levels. Under the 
conditions given at present, the gradual and controlled adjustment 
of actual exchange rates to purchasing power parities by means of 
compensation schemes and by exceptions from the official clearing 
standards seems inevitable as sudden adjustments would overtax 
the morale and the flexibility of national economies, and, when 
done unilaterally, might be offset in their positive effects on inter- 
national trade by measures of other countries against alleged ex- 
change dumping. 

Incidentally, it may be said that clearings as well as preferential 
agreements tend to distort uneconomically the normal types of 
production and channels of trade, and particularly to strangle 
multi-angular trade. Tripartite clearings are just as difficult to 
accomplish as joint preferential agreements between a larger group 
of countries and for much the same reasons. Each bilateral clear- 
ing being a thing sué gemeris conditioned by the specific aims of the 
contracting administrations, it is not easily possible to reconcile 
such national administrative aims in a joint scheme among many 
countries. 

Thus theory and experience show that neither reciprocal agree- 
ments nor clearing agreements, as usually found, serve to break 
the prevailing checks on international trade, but rather enhance 
their effectiveness. The conclusion is inevitable: clearings cannot 
break through the barriers of international payment regulations 
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unless by abandoning the purpose of the latter to maintain artificial 
exchange rates in the interest of national stabilization. That 
purpose can be abandoned, however, only under conditions that 
clearing agreements cannot bring about. 


VI 


If in spite of this, international trade, at least in volume, has 
not been completely destroyed, but has maintained itself rather 
well, though with a conspicuous lag in recovery compared with 
national trends and with extremely depressed prices, this goes to 
show its vital necessity. In fact the same governments, which in 
controlling imports do everything to check international trade, on 
the other side feel compelled to maintain exports by exchange 
dumping through devaluation, direct subsidies for exports, private 
export bounties based on governmentally fostered monopoly of 
national markets, compensation schemes, etc. As a matter of 
fact, international trade is being maintained at great expense 
against the handicaps created by this commercial policy. This is 
direct waste ona large scale. It makes much of international busi- 
ness dependent for its continuance upon governmental activities, 
because under these circumstances private competitive activity 
cannot survive and governments must step in with devices for 
stimulating exports by various subsidies. The whole situation 
involves an enormous national and international tension both 
economically and politically which at any moment can result in 
cleavages and clashes which might become incapable of healing. 

Given this situation the great task we have to face is to restore 
a type of international codperation which is sufficiently static to 
be managed without much current governmental and administra- 
tive interference. It is an obvious impossibility to create con- 
sistent, harmonious, and active public economic management on 
an international scale. Only such policies as maintenance of a 
static monetary order, of certain static principles of credit manage- 
ment, of internationaily accepted rules of sound public finance, 
and of international economic coérdination in competitive markets 
are possible. 

It seems that we must reconcile the necessity for a somewhat 
static international setting with the necessity for giving, at least 
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temporarily, the private business system within individual coun- 
tries more governmental control and support than formerly, and 
with the difficulty of making the private business world as flexible 
and adjustive as it used to be. 

As yet no great common international effort has been made for 
this purpose and only individual countries have tried their hand 
at the situation with the conflicting results described above. 
Among national policies for the restoration of foreign trade, there 
has been external devaluation beyond the corresponding reduction 
in internal purchasing power to make for exchange dumping, en- 
hancement of exports, and reduction of imports. Sometimes there 
was also the hope that this policy would aid in national recovery, 
and in the rebuilding of the national price structure. On the other 
hand, we have seen efforts to maintain a given exchange rate in 
the face of falling international prices and growing international 
competition, through difficult adjustments in the national economy. 

Where the monetary and the international credit reserves, and 
the capital wealth of a country, were not enough to carry the 
burden of such a policy of international adjustment, and where 
the national expense level could not be sufficiently reduced, a third 
type of policy developed. Maintenance of the foreign exchange 
rate was sought through artificial regulation of international trade 
and payments. That is, gold movements and capital movements 
were not allowed to result from the international competitive 
situation, but the international competitive situation and capital 
movements were regulated so as to balance outgoing and incoming 
payments at the desired rate of exchange. This meant, of course, 
disruption of the automatic unity of international markets and the 
home market. If this was not to result in complete severence of 
the international market and its prices from the home market and 
its prices, the latter had to be regulated by administrative means 
in harmony with the artificial exchange rate and the international 
purchasing power relationship established thereby. As a matter 
of fact, this policy only postpones the adjustment of the internal 
economy and prices to world market conditions, and postpones 
the immediate necessity for national deflation. 

In the long run no artificial exchange rate above purchasing 
power parity can be maintained, not even with strict regulation 
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of foreign payments and international trade, for it always tends to 
develop a passive balance of trade and payments. After exhaustion 
of the currency reserves and reserves of foreign credit, and after 
repudiation of payments due to foreign countries, adjustment must 
finally be made by increasing exports until they equal in value the 
imports of the country. When this cannot be done by reducing 
competitive price levels in the home market to equal international 
price levels, exports have to be pegged artificially by subsidies of 
all kinds. This, in turn, must in the long run increase the cost of 
production at home through taxes and levies, and thereby also 
increase prices. This rise in home prices, however, is just the 
thing that governments want to avoid, particularly in countries 
that have once undergone the ordeal of a heavy inflation. There 
is no other way of avoiding this than a real reduction in the cost 
of production at home, that is, in real wages. For this difficult 
task there seems to be needed a strong and authoritative govern- 
ment, which further explains the tendency to change from a 
liberal and democratic constitutional setting to an autocratic 
regime. 

Other types of policy under these conditions are conceivable. 
That of using devaluation to make possible a corresponding rise 
in home prices, that is, in order to raise the domestic price level 
for the purpose of stimulating business without changing the 
international purchasing power parity, unfortunately has been 
more discussed than tried. Another possibility, to inflate na- 
tionally without even changing the international exchange rate 
has been given even less consideration as it goes too much counter 
to natural national selfishness. Obviously, the international 
effects of these various policies are by no means the same. 

Devaluation without deflation means primarily the aggressive 
encroachment on foreign markets on the basis of dumping prices. 
This usually results in corresponding actions abroad, and destruc- 
tion of the world market. Insofar as the British, American, and 
Japanese devaluations were of this character, and were not accom- 
panied by a corresponding rise in domestic price levels, they had 
this effect. As a matter of fact, however, the destructive results 
were partially offset by the fact that England and America were 
among the foremost international creditors, and reduction of their 
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exchange rates meant, therefore, considerable relief for interna- 
tional debtors and for debtor nations. 

At the same time the devaluation of the pound sterling and of 
the dollar enforced devaluation in many countries closely tied up 
with the British and American market spheres and currency sys- 
tems. Of course these moves offset each other as to their effect 
on dumping, and were meant todoso. The reduction of exchange 
rates in so many countries, however, created a possibility of a rise 
in the national price levels without further spectacular and depress- 
ing reactions on the exchange rate. It made possible, therefore, 
the stimulation of business by credit expansicn and a higher price 
level in many countries, as the corresponding devaluation had 
already been anticipated. If small countries had done the same 
thing on their own account they would have had to face a fright- 
ened capitalist group at home and frowning foreign creditors 
abroad. They had, however, the best of excuses in doing so when 
the greatest capitalist powers preceded them on the same road. 

Why then could not all countries fall into step and devaluate? 
Why did certain countries try by every available means to main- 
tain the gold standard, or at least an artificial gold standard parity 
rate of exchange? In most cases, this was not the result of a lack 
of understanding of the economic phenomena involved in the 
question. It was largely the result of different economic and psy- 
chological conditions. The devaluation and the possible resulting 
inflationary rise in domestic prices meets with much stronger 
resistance, emotional and rational, in countries which have under- 
gone the experience of heavy inflation. Also countries that are 
international creditors in their own currency, as Holland and 
Switzerland, and countries that rely for their raw material supply 
on imports which have to be paid for in currencies which have not 
been devaluated, as Germany and Italy, must necessarily be hesi- 
tant about following a policy of devaluation. Furthermore, the 
positive effects of an injection of more money and credit into the 
national economic system are more likely to occur in a highly com- 
mercial, financial, and capitalist country than in a more or less 
primitive agricultural economy where the rhythm of production is 
more independent of monetary and credit conditions and price 
movements. In some countries there is a large class of capitalists 
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living on income from bonds and mortgages rather than the pro- 
ceeds of current business. Where this class is of decisive impor- 
tance for the maintenance of the traditional type of culture and 
government, a strong resistance against all inflationary measures 
must exist. For all these reasons, devaluation is not a practicable 
policy in many countries. 

Whether countries try to maintain monetary stability by a free 
gold standard or by maintaining an artificially stable exchange 
rate depends largely upon the importance and diffusion of their 
international trade. In fact, among the various policies already 
discussed, only two are compatible with the restoration of a 
flourishing international trade: first, devaluation in step with 
national depreciation, maintaining stable exchange rates; second, 
the deflationary maintenance of a free gold standard and of rela- 
tively free trade. However, no country has as yet clearly adopted 
the first course, and only a very small group, France, Holland, 
Switzerland, and Poland, has been able to uphold the second, 
although there is doubt that they will be able to do so in the future. 
The countries with the largest and most diffuse international 
markets—England and the United States—have followed the 
course of aggressive monetary dumping, and most other countries, 
being partly overburdened debtors with small capital, foreign 
credit facilities, and monetary reserves, have been forced to follow 
a defensive policy of trade restriction. 

As already stated, the only way in which countries which see 
the necessity of restoring domestic equilibrium and of reviving 
production by means of monetary and credit expansion can recon- 
cile this policy with the need for international recovery and 
stabilization, would be to devaluate only in step with the depre- 
ciation of their currencies, and to avoid increasing their tariff 
barriers and other restrictions on imports. Such a policy of the 
leading industrial nations, particularly of England and America 
acting in agreement with Japan and France on the maintenance of 
their currencies at stable rates of exchange, might lead to inter- 
national reflation. It might restore business and reduce credit 
burdens, and with the stabilization of exchange rates, might make 
the gradual restoration of some kind of international gold standard 
possible. 
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Of course, this could not be done all at once. The political 
unrest that still persists, and the residue of uneconomical inter- 
national credits, do not permit a restoration of free and unchecked 
movement of international capital at this time. Restrictions of 
payments in order to secure the orderly liquidation of international 
indebtedness under stand-still agreements, and in order to minimize 
the dangerous flight of panic-stricken capital among different 
nations, are still necessary. Such restrictions should be gradually 
lifted, however, insofar as they apply to current productive and 
commercial transactions. The restoration of international unity 
in competitive production and marketing from the monetary side 
would make it possible in turn to restore the same unity from the 
commodity side by lifting the prohibitive administrative checks 
and barriers to international trade. 

It must be left to a more remote future to solve the task not only 
of restoring a workable international order on the basis of stable 
and static international monetary conditions and relatively free 
trade, but also of definitely maintaining it by restoring the capacity 
for flexible adjustment in national economies. We may doubt that 
this will be possible in all countries without governmental authori- 
ties strong enough to break the resistance of powerful classes and 
groups to temporary reductions of their real incomes for the pur- 
pose of making flexible adjustment to changing international con- 
ditions possible. On the other hand, we may comfort ourselves 
to some extent by the consideration that a restored world economy 
of the future will not show the same degree of international depend- 
ency as previous ones, because most likely under shelter of customs 
tariffs the manufacturing and agricultural self-sufficiency of most 
nations, which has already been achieved in the industrial coun- 
tries of continental Europe and in Japan, will be maintained. 

Finally, with better experience and a reasonable degree of codp- 
eration among international financial centers and central banks it 
should be possible to avoid for the future such mismanagement of 
international capital investment as occurred before 1929, causing 
by its collapse an unheard-of international defiation and putting 
the capitalist system to tests beyond its capacity of adjustment 
and resistance. 
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The post-Civil War South was not unwilling to accept material 
assistance from the North. We took schools for Whites and 
Blacks, a deal of money spent on farm demonstration and public 
hygiene, and investments in cotton factories and steel mills. 
There was jingoistic objection at times, but this was unsuccessful 
in stopping the flow of friendly funds. Our desperate need shut 
the mouth of sectional pride, and a little later our improving con- 
dition made material advance triumphant over old political rancor. 

Since Franklin Roosevelt came into office, the South has been a 
chief beneficiary of national projects and expenditure. Most 
Southern commonwealths have defrayed but the barest fraction 
of their relief costs; producers of agricultural staples have bought 
new automobiles with crop contract checks, and the TVA is lifting 
six Or seven states into positive social exaltation. 

But with all of this cordial, even avid, acceptance of outside 
money and enterprise, we have continued to insist that our 
Southern problems are peculiar, that they must not be proved by 
strangers, that all critical inquiries and negotiations must have 
the certificate of Southern personnel. We differ in this from other 
sections of the country. If Western lands are to be irrigated, it is 
appropriate that the directing hand should be conversant with 
the regional task, but nobody contends, I think, that elsewhere 
there is a social psychology which can be understood only by 
a native. 

Of course, there has been in the past ample excuse, if not reason, 
for this Southern demand for Southern social midwifery. Swim- 
ming against the national economic stream as we did in holding 
to slavery and one-crop farming, we threw ourselves, increasingly 
before the Civil War, into a mood of sectional self-justification. 
We developed a defense mechanism which rapidly became manic. 
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The military defeat which followed was not more galling than the 
social defeat which Appomattox implied, and was not nearly so 
terrifying as the social readjustments which everyone could see 
impended. The carpet bag episode completed the precipitation 
into a definite Southern psychosis. Then the years of business, 
educational, and political struggle, in which it became manifest 
that, with doctors withdrawn, the convalescent must bear with 
his ills and work out his own salvation. 

All of this, one would say, was long enough ago to permit us 
now to look at the South objectively, and not to resent the scrutiny 
of outsiders. But despite the lapse of time and the integration to 
the national whole, we persist in the belief that only our tribal 
medicine men have the therapy for us. ‘‘He is a Southerner; he 
knows the South’’ must still be the assurance if we are to approve 
an appointment or follow a leader. The effect is not so much to 
put forward our own few as to hold back our own many. 

As a matter of fact, most of our Southern problems are no longer 
peculiar except in the sense that they are intensifications of national 
and world vexations. Much that seemed ‘‘Southern’’ is only 
agricultural or commercial or industrial or educational. Much 
that appeared traditional is only capitalistic. Our systematic 
repression of the Negro is better understood through Marx than 
through all of the Southern interracial institutes and committees. 
Others see this if we do not. 

Furthermore, there is no longer agreement within the South as 
to the nature of appropriate treatment. We have Nashville 
Agrarians sighing for the reestablishment of a fanciful past, and 
industrialists heedless of the impact of factory upon farm. But 
the counsellors within our own camp are apt to be alike in urging 
very patient progress in social adjustments. This is the true hurt 
in our addiction to home-made remedies. Consider the initial 
work of the Southern Policy Committee. No Negroes were 
invited to the Atlanta conference whose agenda called for a broad 
consideration of Southern problems. Nor was anything hatched 
directly for the Negroes’ benefit. The remainder of the conclu- 
sions were tentative and timid. Black men are lynched, labor 
organizers are beaten to death, sharecroppers are dispossessed and 
starved, but our Southern great minds content themselves with 
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mere approaches to relief from these shocking affronts to national 
and world opinion. Harry Hopkins, with Southern advice, gives 
oxen to individual Southern small farmers, not tractors to codpera- 
tive farming units. The Resettlement Administration, with an 
experienced Southerner at the elbow of Dr. Tugwell, leaves a large 
part of its responsibility to the desperate devices of the Southern 
Tenant Farmers’ Union. 

The old method was to try to cloak exploitation in the South by 
pleas of sectional poverty. This exculpation was put forward by 
disinterested men as well as by those who spoke with a selfish 
purpose. We were all working together, owners and employees, 
White and Black, for general advancement. In emphasis upon a 
supposed common aim, differential advantage of one group or class 
as against another was lost sight of. The good intent of every- 
body was taken for granted. Now the South is still trailing the 
country in many important particulars, but the extenuation of 
poverty is difficult reliance when we plow up cotton and throw 
good farm acreage out of use in order to receive government checks. 
The exploitation of the Southern tenant farmers, especially the 
sharecroppers—always plain enough—becomes a social eyesore 
when it is seen how the landlords have grabbed benefit payments 
for themselves and shut out the landless men. 

The exodus of Negroes from the South in the 'twenties showed 
that these hundreds of thousands had given up hope that the 
Whites would do anything for them, or, at least, would do it fast 
enough to meet the need. The great textile strike of 1934, even 
more than those which preceded it, declared a class cleavage which 
it had been the steady aim of Southerners to deny. 

The fact is that if we in the South are deluded about our social 
ills, and about the motives which are preventing their removal, 
the remainder of the country is not deluded. What we have is 
the general problem of capitalist exploitation happening to occur 
in a Southern setting. 

We do not have people in the South capable of dealing with 
critical social situations of the magnitude of those which have 
arisen. This is partly because Southern leaders have trained them- 
selves not to see the true forces at work. It is partly because many 
of the m~st talented Southerners have left the section to expend 
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their abilities elsewhere. It ‘s partly because we have not had 
the means of first-class training, in either technical or social engi- 
neering, within the South. What proportion of those in charge 
of the TVA are Southerners? Not only our lapses but our advances 
bring tremendous perplexities, for coping with which Southern 
residence is no equipment whatever. The most conspicuous 
example is that of the cotton picking machine of the Rust brothers. 
Unless all signs fail, this mechanical contrivance denotes the true 
‘impending crisis of the South.’’ It will revolutionize the cotton 
economy; its influence will run out in every direction and in innu- 
merable subtle ways. It is going to make unemployment on a 
scale unheard of before; it will render the millions of bales of stored 
cotton worth far less than even at present; it will break banks and 
batter insurance companies holding farm mortgages. It will deal 
a terrific blow at the Japanese silk industry and the silk trade all 
over the world. What it will do to cotton manufactures and to 
rayon is problematical. Anyhow, the Southern bedside manner 
is no adequate prescription for caring for the social DT’s that this 
machine will cause. The whole world is vitally concerned—and 
the capitalist world has reason to be deeply alarmed—with any 
contrivance which picks as much cotton as fifty or a hundred men. 
What is going on in that little machine shop in Memphis is of 
equal moment with what occurred in Crompton’s attic or in the 
basement of the Nathaniel Greene plantation house where Eli 
Whitney worked with rollers and wires. 

Happily, some Southern students are leaving off argument and 
beginning to collect facts about the South. The best instance, 
perhaps, is Howard W. Odum’s Southern Regions of the United States. 
The book is perhaps too inclusive and is lacking in emphasis, but 
its great virtue is in being quantitative and objective. The South 
does not need defence, but exposition. We are commending to do 
for ourselves what Frederick Law Olmsted, a Connecticut Yankee, 
did for us eighty years ago—we are describing our economy as a 
prelude to its analysis. 

It is fortunate that we are making this progress, because others 
are not willing to stand by while we fumble and obfuscate and 
delay. See how much we yield, and how promptly, when a 
determined group really demands rights of us. The National Asso- 
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ciation for the Advancement of Colored People will win more 
and more victories in its legal battles to have the Negroes accorded 
civil equality. In these contests the opposing declarations of 
leaders of Southern opinion appear thin and untenable. A trial 
of the right of a Virginia Colored girl to attend a publicly sup- 
ported institution is all that is necessary to show the bankruptcy 
of Southern denial. It comes down to force, to mere de facto power 
which will be used by privileged position, to social bullying, to 
disregard of the protections which are loudly claimed for the 
Whites. 

Calling in Southern advice has usually meant clouding of the 
issues, and delay for the sake of delay. It has become a racket. 








NATIONAL ECONOMIC POLICY: THE AMERICAN 
TRADITION* 


D. CLARK HYDE 
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I 


Nationally speaking, the American of to-day has become self- 
conscious. Shocked by five years of economic distress, discouraged 
by the failure of men and measures, mystified by the very variety 
of recovery proposals, the American people has been forced to 
consider fundamental relationships. Complaisant belief in the 
perfection of the ‘‘New Era’’ often may merely have given place to 
unquestioning assurance of “‘New Deal’’ omnipotence; but there 
are many individuals in the country who recognize that economic 
progress cannot be attained through uncritical acceptance of syn- 
thetic plans or inherited attitudes. 

Current political controversy has arrayed the American tradition 
against ‘‘regimentation’’ and planned economy. Thus employed 
our historical attitude becomes little more than an emotional 
protest against undesired governmental interterence. Tradition 
retains power over minds unconscious of its content and ignorant 
of its relationship to present day problems. 

Fundamentally, policy is nothing but a settled course of action 
designed to obtain pre-determined results. Itself the product of 
experience, policy may in turn create tradition. The human mind, 
adverse to intellectual adventuring, is more than apt to be partial 
to the use of accepted attitudes and procedures. Policy, however, 
deals with actual situations. It may be employed to solve the 
problems of individuals, groups or nations. 

The distinguishing feature of national policy is the possession 
by nations of powers of sovereignty that make available a variety 


* An article written in connection with a project of the Institute for Research in the Social 
Sciences, University of Virginia. 
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of measures denied individuals or social groups. The employment 
of power is not a distinguishing feature of policy: for the conscious 
renunciation of action involved in a purposeful adoption of Jaissez- 
faire is by its very nature a national policy. 

It is now possible to define national economic policy as a settled 
line of action designed to further what is considered to be the 
economic welfare of the nation. Since the days when subservient 
courtiers affected the belief that national policy was by nature a 
divine revelation to an anointed king, there has been general 
recognition that economic policy is a human expedient used to 
obtain desired ends. With nations controlled by governments, 
governments by parties and parties by groups, the process of deter- 
mining policy becomes a complicated matter whereby recognized 
public good is mixed with the product of arbitrary action of expe- 
dient compromise. There is a deep-seated human trait tending to 
clothe individual and group action with the mantle of public 
advantage. Men rationalize the economic and justify self-interest 
in terms of altruism and patriotism. It is true that Edmund Burke 
defined political parties as bodies of men “‘united for the purpose 
of promoting by their joint endeavours the public interest, upon 
some principle in which they are all agreed’’: yet this very una- 
nimity may well call for‘an explanation. National economic 
policy has its roots deeply imbedded in actual situations. 


Il 


The American tradition in national economic policy must be 
considered with reference to the political and economic conditions 
under which it grew and flourished. The first century of American 
independence presented the spectable of an essentially agricultural 
people expanding the area of settlement from the Atlantic coastal 
plain to the Pacific. Free land and seemingly inexhaustible natural 
resources formed the basis of an economic life marked by ample 
opportunity and promise of success. As individual initiative was 
necessary to the conquest of the wilderness, the country produced 
a type of man fully capable of taking care of his own economic 
welfare. Bearing in mind the contemporary popularity of the 
liberal individualistic philosophy that dominated the economic 
thought of the day, we are prepared to find that the national eco- 
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nomic policy of the first years of the Republic was marked by 
absence of government interference with the economic life of the 
citizen. Stalwart individualism, neither needing nor desiring the 
aid and protection of the state, was long considered to be the 
source of American power and prosperity. 

The content and potency of this American tradition may best be 
understood through reference to the more important problems of 
the period from the adoption of the Constitution in 1789 to the 
passing of the frontier about a century later. Backgrounds, atti- 
tudes, methods and results are the materials from which may be 
evolved a clearer idea of the essence of the national economic 
policy of the period. 

Federations possessing written constitutions naturally condition 
the nature and scope of national economic policy by provisions 
of the fundamental statute. The American document drawn up 
by men influenced by the contemporary doctrine of the division of 
powers also bore the marks of experience with inadequate central 
government during the Conferation. Congress was specifically 
given wide powers over certain fundamental economic activities. 
Section 8 of the Constitution granted authority to levy a wide 
range of taxes, borrow money on the credit of the United States, 
coin and regulate the value of money, establish post offices and 
post roads and ‘“‘regulate commerce with the foreign nations and 
with the Indian tribes."" The importance of these concessions 
was not only enhanced by the specific prohibition of state issues 
of paper money and legislation involving the nature of contract, 
but elasticity was introduced by the “‘implied powers’’ clause that 
authorized Congress to ‘‘make all laws which shall be necessary 
and proper for carrying into execution the foregoing powers.” 

The passage of time inevitably makes interpretation of the Con- 
stitution of hardly less importance than the original document 
itself. While the fundamental law nowhere specifically gives to 
the Supreme Court of the United States the right to declare laws 
unconstitutional, that power was assumed by the Court itself in a 
series of decisions beginning with the often quoted Marbury v. 
Madison in 1803. The claim then set up by Chief Justice Marshall 
was that as an “‘act of the legislature repugnant to the Constitu- 
tion is void"’ and as it is the duty of the “‘judicial department’’ to 
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say what the law is, the final power to declare laws of Congress 
and the state legislatures unconstitutional lay in the Supreme 
Court. Acquiescence in judicial interpretation of the Constitution 
placed a very definite limitation upon the power of Congress in the 
development of policy. It is within these bounds that one can 
trace the development of national economic policy from the earli- 
est days of the Republic. 


Ill 


The newly constituted government of President Washington was 
faced with economic legacies of the Revolution in the form of a 
national debt of $54,000,000.00 that included some $44,000,000.00 
of domestic issues in various stages of depreciation. Demand for 
the payment of these obligations at face value was accompanied 
by an agitation for the assumption by the United States govern- 
ment of over $20,000,000.00 of state debts. The resulting con- 
troversy found division of opinion according to economic interest. 
Bondholders were opposed by people to whom redemption meant 
nothing but increased taxation. The fact that large blocks of 
obligations had been purchased at low prices by speculators gave 
some validity to the demand for payment at a level approximating 
that of the market; but as Congress was still dominated by the 
more prosperous classes of the community, the Federalist plan of 
full redemption and complete assumption was adopted. The bit- 
terness of the conflict is well brought out by Jefferson’s statement 
‘that the national debt was unnecessarily increased and thatit had 
furnished the means of corrupting both branches of the legis- 
lature.”"! 

The economic policies of the Federalist party were directed to- 
wards the creation of a strong central government capable of 
protecting the interests of commerce at home and abroad. The 
leadership of Alexander Hamilton resulted in the adoption of three 
important measures designed to strengthen the position of the 
national government. The settlement of the debt question was 
linked with the establishment of a central Bank of the United 
States and the establishment of a national system of tariffs and 


1 See Charles A. Beard, Economic Origins of Jeffersonian Democracy, p. 174. 
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excise. These measures demanded adherence to a flexible interpre- 
tation of the Constitution. 

When the Federalist party was succeeded in power by the 
original Republican party of Thomas Jefferson, the new govern- 
ment set out to follow a policy of strict constitutional construction, 
payment of the national debt and abolition of the first Bank of the 
United States. A gentleman farmer with a deep-seated antipathy 
for urban mobs, Thomas Jefferson envisaged a ‘‘wise and frugal 
Government which shall restrain men from injuring one another, 
shall leave them otherwise free to regulate their own pursuits of 
industry and improvement.’’? Jefferson, however, was too much 
of a realist to allow constitutional scruples to prevent the acquisi- 
tion of Louisiana in 1803. 

Addition of territory gave more importance to the problem 
created by the cession of public lands by states to the national 
government. The process of transferring vast areas into private 
hands presented the alternatives of realization of revenue or of 
encouraging actual settlement. Thomas Jefferson was deeply in- 
terested in the development of the Western country: it is interesting 
to note that by the end of his party’s term of power the minimum 
unit of sale had been reduced from the original 640 acres of 1796 and 
the 320 acres of 1800 to the 32 acres of 1820. At the price of $1.25 
an acre established in 1820 the comparatively high wages of the 
new country enabled a laborer to purchase a farm from the govern- 
ment with the savings of a year.* While the earlier policy of sales 
to large joint stock companies was abandoned, the substitution of 
grants for road and canal building as well as the presence of large 
quantities of veteran scrip placed large tracts of the public domain 
in speculative ownership. 

Perhaps it was the irony of fate that caused the Jeffersonian 
party to impose the distinctly protective tariff of 1816. The 
embargo and War of 1812 closed the American market to British 
imports, and the lack of goods was made up through the develop- 
ment of American industries. Faced with the prospect of a flood 
of imports ruining these infant industries, the government imposed 


2 See Charles A. Beard, The American Party Battle, p. 51. 
5 See H. U. Faulkner, American Economic History, p. 216. 
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a protective tariff often regarded as a declaration of economic 
independence. 


IV 


The triumph of Andrew Jackson in 1828 may be considered as 
the beginning of a new era in American political life. The grow- 
ing importance of the valley of the Mississippi caused a shift in 
power from the Atlantic seaboard and a growing spirit of democ- 
racy. Economic conditions tended to divide the country into three 
more or less distinct sections. New England tended to turn from 
foreign trade and commerce to specialization in manufacturing. 
The grain growing Northwest not only had visions of a highly 
developed agriculture but entertained expectations of a rapid 
growth of local manufacturing. The South specialized more and 
more in the soil-destroying one-crop system of cotton production 
under Negro slavery. Diversity of economic interest had a marked 
bearing upon the development of policies. 

The shift of interest from commerce to manufacturing led New 
England to support protection. The limitation imposed by lack 
of markets for the agricultural produce of the Northwest directed 
the demands of that section for improved systems of communica- 
tion and for a protective tariff that would foster and develop a 
‘““*home market.’" The South, primarily interested in foreign 
markets for cotton, became more and more opposed to protection 
until feeling in South Carolina reached the point of attempted 
““nullification’’ of the Tariff of 1832. 

Sectional division on the question of currency and finance fol- 
lowed the familiar division of creditor East and debtor West. 
The opposition to the second Bank of the United States, it may be 
observed, was not unconnected with the institution's activities 
in securing payment of the notes of state banks. 

The political parties of the period clearly bear the marks of sec- 
tional and economic origins. The Jacksonian Democrats were the 
product of the alliance of the frontier and the South. The “‘spoils 
system,” protection and antagonism to central banking were 
Western influences: the South stood for low tariffs. Andrew Jack- 


“See A. M. Simons, Soctal Forces in American History, p. 201. 
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son’s support of the tariff brought out the clash of interest between 
the economic bases of party support. 

The Whig opposition was based upon an interesting combina- 
tion of personal, political and economic forces. Personal dislike 
of ‘*King Andrew,”’ the survival of the old Federalist tradition, the 
cleverly conceived **American System’’ of Henry Clay brought sup- 
port to a party based upon the principles of centralization and 
tariff protection. The influence of Northern manufacturers and 
small grain growers may be seen in the advocacy of a central bank 
combined with the support of internal improvements. 

Tariff policy registered sectional interest often cutting across 
party lines. The Compromise Tariff of 1833, supported by Henry 
Clay and Andrew Jackson, provided for a gradual decrease of rates 
to a uniform level of 20 per cent in 1842. The increases in schedules 
effected by the Whigs in 1842 were modified by the Democratic 
Walker Tariff of 1846 that was followed by the still lower tariff 
of 1857. 

The Western prejudice against central banking institutions was 
reflected in Jackson's veto of the bill to extend the charter of the 
second Bank of the United States. The subsequent lack of ade- 
quate governmental banking facilities and the scandal of deposits 
in ‘‘pet banks’’ were so completely exposed during the Panic of 
1837 that the independent sub-treasury system was instituted by 
Van Buren in 1840. Consequently, the United States government 
left the field of banking to the regulation of the several states. 


V 


By the year 1840 new forces appeared to condition the develop- 
ment of policy for the next twenty years. Exhaustion of the soil 
under slave manipulation of a one-crop system sent Southern 
planters westward in search of virgin soil. When this movement 
tended to ascend the Mississippi Valley, it met a stream of free 
yeomen farmers determined to possess the country. The question 
of slavery thus became a sectional struggle based upon economic 
factors and embittered by emotional appeal to moral and humani- 
tarian considerations. Attempts in 1820 and 1854 to limit the 
extension of slavery by congressional action were rendered abortive 
by the Dred Scott Decision of 1857. The Supreme Court in declar- 
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ing the Compromise of 1820 unconstitutional denied to Congress 
the right to restrict slavery in the territories and thus removed 
one possible avenue of compromise. Inflamed public opinion in 
North and South alike made impossible the settlement of the ques- 
tion by constitutional amendment. The one alternative left was 
the Civil War. 

Political parties naturally split upon the issue that overshadowed 
even the tariff and public lands. The Democrats with their South- 
ern strength and affiliations adhered to the plank of their first 
formal platform. ‘“‘Congress,’’ declared this manifesto of 1840, 
‘‘has no power under the Constitution to interfere with or control 
the domestic institutions of the several states.’" The doctrine of 
states rights was advanced as protection of an institution lacking 
national support: and the Democratic party developed a sectional 
backing in the South. 

The inability of the Whigs to agree upon a policy with respect 
to slavery resulted in the formation of the present Republican 
party. The convention of 1854, foreshadowing an alliance of the 
Northern industrialist and Western small farmer, declared it to be 
the duty of Congress to legislate for the territories so as to abolish 
in them the “‘twin relics of barbarism,’’ slavery and polygamy. 
The uncompromising attitude of the Republican party on the 
slavery question made its advent to power under Lincoln the signal 
for Southern secession. 

The economic policies of the North during the Civil War were 
dominated by the exigencies of the military situation. Problems 
of finance and the disposal of government bonds, however, were 
potent factors in the establishment of the National Banking Sys- 
tem. The need for revenue resulted not only in the increase of 
tariff duties but in the imposition of income taxes and the extension 
of excise taxes. 


VI 


Consideration of the period from 1865 to 1880 must begin with 
mention of Reconstruction. While one must never forget the 
political motives behind the policy, it must be realized that the 
imposition of unrepresentative and often corrupt governments upon 
the Southern states was a real obstacle in economic recovery. 
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The Republican party of the post-War period speedily became 
intimately connected with “‘big business’’ and “‘high finance.”’ 
The rapidly growing class of industrialists demanded freedom from 
governmental interefence combined with a large measure of support 
through tariff protection. Financial interests demanded the resto- 
ration of the gold standard and the adoption of sound money 
policies. The support of the small farmer was invited through 
the development of the ‘‘Homestead System”’ of free land distribu- 
tion to actual settlers. 

The Democratic party appears as a sectional party of opposition. 
The development of the conservative ‘‘solid South’’ perhaps pre- 
vented the party from becoming the channel of agrarian protest 
arising in the West. 

The Western country suffered severely from the effects of agri- 
cultural price deflation and from the arbitrary action of many of 
the railway lines. The consequent demands were for ‘‘cheap 
money’ and public control of the railroads. Currency reform 
found expression in the Greenback Party and the Grangers at- 
tempted state regulation of rail transportation. While the agita- 
tion against the railroads did not, during this period, result in 
national legislation, the state laws were sustained by the Supreme 
Court. Thus at the very end of the period is seen the beginnings 
of public control of enterprises possessing the characteristics of 
what we now call public utilities. 

Republican supremacy saved the War Tariff that had stimulated 
and fostered industrial development. ‘“The identical duties fixed 
in 1864,’" writes Professor Taussig,® ‘‘were left in force for a long 
series of years. When a general revision came to be made, in 1883, 
they had ceased to be thought of as the result of War legislation.”’ 
High protection had become a national economic policy. 

The results of the inflationist agitation were relatively meager. 
While the Greenback influence did perhaps affect the retention of 
the outstanding issue of $346,681,016.00 and the silver interests 
did force the passage of the Bland Allison Silver Purchase Act of 
1878, the United States, on the other hand, did resume specie pay- 
ment on January 2, 1879. The currency question, however, must 
be considered to be in process of debate as our period ends in 1880. 


5 See F. W. Taussig, The Tariff History of the United States, p. 169. 
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Government aid to agriculture was extended by the establish- 
ment of land-grant agricultural and mechanical colleges and by the 
development of the activities of what came to be the Department 
of Agriculture. Based upon encouragement rather than control, 
these activities fitted in perfectly with the individualistic basis of 
national economic policy during the days of the frontier. 


Vil 


The review of problems and policies may well have deepened 
our impression of the essentially practical nature of the develop- 
ment of attitudes and plans. Pressure groups have appeared to 
mould and influence the activities of political parties. The Su- 
preme Court has acquired the power to limit policy under the Con- 
stitution. The fundamental difference that divided the great 
parties of the period may be explained in terms of contrast between 
the Hamiltonian and Jeffersonian concepts of government. The 
Federalists, Whigs and later the Republicans stood for centraliza- 
tion, broad interpretation of the Constitution, protective tariffs 
and the development of foreign commerce. The Jeffersonian Re- 
publicans and their successors, the Democrats, favoured states’ 
rights, strict interpretation of the Constitution, lower tariffs and 
territorial expansion within the continent. Seldom in the contrast 
of policy do we find any serious advocacy of the peace time exten- 
sion of the power of the government to restrain the economic 
activities of the individual. Governments did aid industry by 
tariffs, railroads by land grants and agriculture by attempts to 
create a home market: but all these activities were in conformity 
with the tradition of laissez-faire. The one exception appears in 
the abolition of Negro slavery. 

‘There is a general theory deeply ingrained in our political 
habits,’’ wrote Bernard Baruch,® “‘to the effect that Government 
should not interfere with the process of business any further than 
is necessary to preserve the principle of fair competition and to 
insure the observance of ordinary legal obligations. For develop- 
ment and progress individual initiative is relied upon. The public 


6 See Bernard M. Baruch, American Industry in the War, p. 17. 
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welfare is to be served by the spontaneous common purpose of a 
free people."’ Here we have a clear and concise description of 
what we may call the traditional American national economic 
policy. It bears the marks of abundant opportunity and expand- 
ing life. 

There can be no doubt but that policies followed consciously 
over considerable periods of time eventually create fixed attitudes 
and methods of procedure. The hundred years dominated by the 
frontier deepened a strong aversion to government interference in 
economic matters. This was the natural consequence of conditions 
under which such action was hardly necessary. The basis of life 
was still agricultural : economic relationships were not yet complex. 

An appeal to the authority of American tradition is often made 
in the day of our industrialization. President Coolidge may be 
regarded as the modern exponent of individual initiative and 
economy. He saw nothing inconsistent in advocacy of high tariff 

protection and economic individualism in other relationships. 
' Prosperity seemed to justify his emotional preference for the tradi- 
tional attitude. ‘‘What the country requires,"’ ran the Annual 
Message to Congress of December 7, 1926, “is not so much new 
policies as a steady continuation of those which are already being 
crowned with such abundant success.”’ 

President Coolidge’s attitude is in essential agreement with the 
economic philosophy enunciated in 1887 by President Cleveland's 
veto of an appropriation of $10,000.00 to relieve a drought in 
Texas. Although the President exhibited his humanity by sug- 
gesting that Senators and Congressmen furnish the necessary seed 
from the $100,000.00 fund available for the annual distribution to 
constituents, the message was based upon a rigid interpretation of 
the constitutional function of the United States government. ‘‘I do 
not believe,’’ the message said, ‘‘that the power and duty of the 
General Government ought to be extended to the relief of indi- 
vidual suffering which is in no matter properly related to the public 
service or benefit. A prevalent tendency to disregard the limited 
mission of this power and duty, should, I think, be constantly 
enforced that, though the people should support the Government, 
the Government should not support the people.” 











NATIONAL ECONOMIC POLICY 159 


The earlier policies of President Hoover seem to be dominated 
by the American tradition. The emphasis laid upon individual 
initiative and codperation, the appeal to private charity to take 
care of distress, the insistence that unescapable public aid should 
be financed and administered as much as possible by state and local 
units all indicate an attempt to deal with new conditions by means 
of familiar methods. Continuity of policy is further indicated 
by the passage of the highly protective Hawley-Smoot Tariff 
Act of 1930 as a major measure in the fight against the depression. 

The ‘‘New Deal’’ breaks with tradition. Purposeful planning 
has become the controlling attitude of the high command of the 
Democratic party. ‘‘I shall not speak of an economic life com- 
pletely planned and regulated,’’ wrote President Roosevelt,’ ‘I 
shall speak of the necessity, wherever it is imperative to adjust 
parts of the economic structure of the nation, that there be a real 
community of interest . . . planned on the basis of a shared com- 
mon life.’’ The philosophy of the present administration refuses 
to allow tradition to check social and governmental action in 
fields where individualism seems to have failed to solve pressing 
problems. It is restive under rulings of the Supreme Court seem- 
ingly dominated by a traditional interpretation of constitutional 
powers. Current political discussion seems to be based more upon 
strategic considerations than upon fundamental analyses. The 
emotions of the conflict should not blind us to the economic basis 
of much of the party support. Individual liberty means much to 
industrialists and business men who feel themselves hampered by 
governmental restrictions and regulations. Governmental plan- 
ning has strong attraction to the recipients of benefit payments. 
The conflict in the open, however, is more apt to deal with great 
political and moral issues. Individual liberty is arrayed against 
regimentation. The American tradition is placed in opposition 
to the extension of governmental activity. While the vast changes 
in industry and agriculture make it unlikely that the spirit of 
unlimited individualism should be accepted uncritically as a factor 
arbitrarily limiting the scope of state action to-day, it is equally 


7 See Franklin D. Roosevelt, Looking Forward, p. 13. 
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false to discard emphasis of personal responsibility for economic 
welfare without considering the possibility of adapting policy 
within the tradition to meet the needs of the hour. The problems 
of the day require scientific and impartial analysis. Emotional 
adherence to the vision of a purposefully attained Utopia may be 
just as dangerous as blind following of tradition, even one hal- 
lowed by association with the greater part of the life of the nation. 











FUNDAMENTAL PRINCIPLES OF PROFIT* 


MONTGOMERY D. ANDERSON 
University of Florida 


The theory of profit to be set forth in this paper postulates an 
exchange economy, where all goods and services are produced for 
sale, and all exchanges are paid for with money. Such an ideal 
state does not exist in reality, but any great modern nation will 
afford an example wherein the postulated circumstances obtain as 
a first approximation. 

Consider the nature of the money costs of production! in such 
economy: Every item of cost was once a purchase, and every 
purchase is also a sale; so from the social point of view the costs 
of a given moment are the sales of some previous moment. Among 
the items of cost are such familiar ones as purchases, advertising, 
salaries, wages, office supplies, taxes, delivery expense, deprecia- 
tion of equipment, and that part of the gross rental of real estate 
exclusive of the net return to capital invested in the land. (This 
net rent is in the nature of interest paid for the use of borrowed 
capital.)* Each of these items of expense may be traced back to a 
purchase at some time on or before the date of sales to which they 


* The author is indebted to Mr. H. H. Germond, of the department of mathematics in 
the University of Florida, for a large amount of assistance in the preparation of this paper. 
Others who contributed freely of their time and effort were Mr. Cecil G. Phipps, also of the 
department of mathematics, and the author's former colleague, Mr. H. W. Gray. 

1 The term, total money cost of production, or more simply, cost of production, will 
signify in this paper precisely what the average accountant means by that term, with the 
exception that interest paid on borrowed capital is excluded. Cost of production as defined 
herein is therefore accounting cost of production less financial expense. 

* Since the average accountant is not a good Ricardian he would not make this nice dis- 
tinction. Instead he would charge the entire rental paid into cost. The writer is not a 
Ricardian himself, but the classical rent doctrine is here conceded in order not to drag that 
issue into the argument. If one believes that land has a supply price governed by cost of 
production, then the rent of land is really an installment sale and the entire amount of the 
rental paid by the lessee would be included in Ais cost of production, as defined for the pur- 
poses of this paper. 
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attach as costs of production. An obvious example is the case of 
office supplies. It is also true in the case of taxes, for they repre- 
sent the purchase price of safety and other governmental services. 
Thus each cost item for a given person is a purchase at the same 
time or some previous time, and that purchase is also a sale by some 
other party. Hence from the social point of view today’s costs are 
(on the average) the sales of some earlier time. 

The term, total sales, will signify in this paper the money value 
of all transfers of title to commodities, labor and land. If a piece 
of land is actually sold it must be included among the total sales, 
but the net rent of land leased to others is not so included, since 
the net rents paid are not included among the costs of production. 

Let Z(¢) represent the rate of sales of society as a whole at time ¢, 
expressed in dollars per year. (Any other unit of time would 
serve as well in logic, but it is convenient to use the rate per year.) 
Let I,(¢) represent the rate of profit for all of society at time ¢, also 
expressed in dollars per year. Then I,(¢) is equal to the difference 
between sales and cost, which is the difference between sales at the 
given time and the sales of some previous time, viz. : 


I,(#) = Z(*) — Z¢ — K) (x) 


where K is the average period of turnover of all goods and services, 
measured in years. This average period includes constructive periods 
of turnover, as when a machine is worn out in the production of 
other goods. If a straight line method of charging depreciation 
is used then the period of turnover for a piece of equipment is half 
the time between its date of purchase and the date on which the 
last dollar of its value is charged to depreciation account. 

Now be it noted that while the definition of sales as herein 
stated is somewhat different from the accountant’s term, gross 
receipts; and while the term cost of production is also different 
from that of the accountant, the profit of society as a whole as 
defined by formula (2) is exactly the same value which the ac- 
countant would obtain. This is true because the amounts excluded 
in this paper from gross receipts and from total cost are identical 
for society as a whole, and the effect of their exclusion is canceled 
out. While interest earned is ignored in calculating the income of 
Mr. A, the lender, the same amount of interest paid is eliminated 
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from the expenses of Mr. B, the borrower. The effect on the com- 
bined profits of A and B is to give the same profit as if the items had 
been included respectively in A’s receipts and B’s expenses, in 
accordance with accounting procedure. 

Thus the profit concept as defined by formula (2) turns out to 
be the same as the accounting conception of profit for society as a 
whole; but it is quite different from that of neo-classical economics. 
In the last named system the normal interest on owners’ capital is 
included among the costs of production. On the other hand the 
normal interest on owners’ capital appears as a part of accounting 
profit, the excess, if any, being called sometimes ‘‘pure profit’’ or 
“windfall profit."” Even so modern a writer as Mr. J. M. Keynes 
adheres to the neo-classical definition of profit, for he includes 
interest of owners’ capital among the costs of production.* The 
writer feels that his own conception of profit is preferable to that 
of Mr. Keynes because it agrees exactly with accounting usage 
(when applied to the whole of society), and because it lends itself 
more easily to statistical observation. 

In formula (1) K is defined as the average period of turnover. 
The precise nature of this average will be shown below. Suffice 
it here to note that K is quite different from the “‘period of produc- 
tion’’as conceived by BGhm-Bawerk and others. Béhm-Bawerk’s 
“period of production’’ is the average time elapsed between the 
completion of a consumption good and the first application of labor 
to the production of that good or to any of the antecedent materials 
out of which it came. The writer has made the following criti- 
cism of this concept in another publication:$ 


Béhm-Bawerk concedes that the period of production of a good (as conceived by him) 
really extends indefinitely into the past in strict logic, but he tries to get around this con- 
- cession by saying the average length of time between the original expenditure of labor and 
the emergence of the product is a finite, measurable interval... .In order to get the size 
of the average interval between the application of effort and completion of the product into 
finite proportions he has to assume that the applications of effort in the distant past are 
negligible quantities. He offers no substantiation of this assumption as to the mathematical 
convergence of the series of productive effort either by way of logic or by way of inductive 
evidence. 





3 See A Treatise on Money (New York: Harcourt, Brace & Co., 1930), I, 123. 
4 See Positive Theory of Capital (New York: Stechert, 1930), p. 89. 
5 See Capital and Interest (Chicago: Business Publications Co., 1934), p. 117. 
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Moreover, BGhm-Bawerk does not face squarely the problem of 
what type of average he has in mind. He assumes a weighted 
arithmetic mean is correct for his purpose, without proving it. 

In the view of the writer it is unfortunate that so many writers 
on profit, interest, etc., have elected to postulate an unworkable 
conception of the “period of production’’ more or less like B6hm- 
Bawerk’s. Mr. F. A. v. Hayek seems to agree to this point of 
view, for in a recent article he says,® 


It would be better . . . if the term “‘period of production’’ had never been invented, and 
if only the term “‘period of investment’’ were used. 


Now K is an average period of investment in the sense that it 
measures the average length of time between the investment of 
money by people and the date of their reimbursement from the sale 
of the product in which the money was invested. However, K 
is also an avetage period of production in the broad sense of the 
word because it measures the length of time that it takes producers 
to buy certain goods, transform their time, place or form utility, 
and complete the process of transformation by making a sale of 
the transformed product.’ 

The formula for profit which is given by equation (1) above 
may be developed into a formula for P, the price level which is 
similar to, but not identical with, one of the “‘fundamental equa- 
tions’’ propounded by Mr. J. M. Keynes. Since all goods are paid 
for with money by hypothesis, it follows that Z(¢), the rate of 
sales per year, is roughly equivalent to the rate of money expendi- 
tures per year. If P(#) is the price level at time ¢, while T(¢) is 
the physical volume of sales per year at that time, then in the lan- 
guage of symbols: 


Z(#) = P(#)-T() (2) 
Z(t — K) = P(t — K)-T(t# — K) (3) 

Substituting these values in (2) yields the following: 
In(#) = P(#).T(#) — P(¢ — K).T( — K) (4) 


® See ‘The Mythology of Capital,’ Quarterly Journal of Economics, L, 205. 

7 It is encouraging to note that some other writers are beginning to utilize a “‘period of 
production”’ in their analyses which is equivalent to K. See, for example, Wassily Leontief, 
“Interest on Capital and Distribution,’’ Quarterly Journal of Economics, XLIX, 152. 
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_ P¢@-—K)-T¢-K) , hfe) 
P(t) = — T®) + T() (5) 


_ Z¢—K) , hf) 
-—“Te + T@) - 





Equation (6) writes the price level as a function of the rate of 
profit, the physical volume of goods sold, and the money cost of 
production. It is the analog of Mr. Keynes’ ‘‘fundamental equa- 
tion’’ No. Civ),* which reads as follows: 


E I-$ 


lt ae 0 (iv) 





In comparing the formulae it should be noted that x = P(¢), and 
0 = TC). I) is not equal to (I — S) because the latter is profit 
according to Mr. Keynes, and his conception of profit is not the 
same as the writer's. Similarly, Z¢ — K) is not equal to E, 
although they both represent the cost of production, according 
to their respective definitions. Thus (6) is not mathematically 
equivalent to (iv); but rhetorically stated they are exactly the 
same, for they both read as follows: 


Cost of Production Profits 
Physical output Physical output 


Price Level = 








(a) 


The votaries of the Keynes doctrine will be mollified perhaps to 
learn that there is this much similarity between the doctrine pro- 
pounded herein and that of the Englishman. 

Formula (1) gives the instantaneous rate of profit at the mo- 
ment ¢. It is necessary to derive formulae for the profit of society 
in the year ending at time ¢. This is the figure which appears on 
the income statement and balance sheet of the books of account. 
Let it be represented by (4). Then, 


i(:) = / h(sde = J _ Z(t)de — if a Z(t —K)dt (7) 


This formula merely states that the profits of the year ending at ¢ 
are equal to the sum of the profits of every moment of that year. 


8 Op. cét., p. 137. 
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It is convenient to transform the integral on the extreme right by 
shifting the symbol, K, from the integrand to the limits of the 
integral. This gives 


L(t) = / " 2a — " Z0de (8) 
#-1 t-—K-1 


Having determined the amount of profit one may discover the per- 
centage rate of profit on the total wealth of society. To do this one 
must first evaluate the total wealth in terms of K and Z(¢). 

Let y¢) be the amount of wealth on hand at time ¢. y(4) 
embraces everything that has exchange value, including land. It 
does not matter whether one believes in the Ricardian doctrine of 
rent or not; land belongs in the concept of total wealth for the 
purposes of this paper because the sales of land have been included 
in the sales function, Z(¢), and the purchases of land in Z¢ — K). 
The profit, [,(¢) will therefore include net gains made on sales of 
real estate, and the value of land must be included in the wealth 
when the percentage profit on total investment is computed. 

Consider now the very vital fact that— 


ye) = [Zea (9) 


This formula says the wealth on hand at time ¢ is the accumulation 
of all purchases (sales) made within the period of time extending 
K years prior totandending att. This is true if it be assumed that 
goods are not valued until they have been exchanged at least once, 
and that increases in value are recognized only when they are 
realized by virtue of asale. This is the standard accounting prac- 
tice. In that case it follows as a matter of common sense that 
present wealth is equal to the integral of all goods purchased from 
minus infinity to date minus the corresponding integral of all 
goods sold, when the latter are valued at their cost price. Now for 
society as a whole the integral of all purchases down to date is 
also the integral of all sales; while the integral of all things sold 
valued at cost is of course the integral of cost of goods sold. 
Hence, one may write present wealth in mathematical language— 


x(t) = g Z(t)dt — [ Z(t — K)dt (10) 
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= [ Z(t)dt — Z(t)dt (11) 

Transferring limits, 
x(t) = [ Z(t)dt — + Z(t)dt (12) 
- i " Z(t)dt — O. (13), (9) 


Perhaps some one will raise the cry, ‘‘But what about the goods 
a grocer may take from his shop and carry home for his own 
dinner? Ought not they be subtracted from his purchases to find 
present capital?’’ The answer is, ‘‘certainly;’’ and under proper 
accounting this transaction would be treated as a sale by the gro- 
cery business, to the grocer; i.e., a sale by the grocer to himself. 
Formula (9) acts as a counting device which counts all the goods 
in existence as they flow past the points of exchange. It counts 
the sales of each good during one period of turnover for that par- 
ticular good;* that is to say, it counts until all the goods of that 
kind on hand at a given time have been sold. Imagine a grocer 
whose entire assets consist of loaves of bread on a conveyor moving 
from the back door through his store to the front door where his 
customers buy them. To apply formula (9) to his case one would 
count the loaves emerging at the front door from the time a certain 
loaf entered the back door until this loaf reached the front door. 
This tally would give the inventory of loaves in the store at any 
one time, assuming the conveyor moved with constant speed. 
One more possible objection with respect to (9) must be noted 
and disposed of. Someone may object that the wealth, 9(¢), will 
be overstated because the sale of labor services are included in Z(¢). 
This objection overlooks the réle played by the limits of integra- 
tion in the formula for y(). In factory cost accounting purchases 
of labor are immediately charged into the goods-in-process account, 
so that such purchases of labor have a technical period of turnover 
of zero. They are treated as if they were purchases of so much 
more goods in process. Such purchases of labor are included in 


9 Cf. formula (28), infra. 
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Z(#), but they will appear in y(¢) under another name, and they 
will be counted under that alias by the impeccable formula (9). 
The labor purchase itself is not caught in the y(¢) dragnet, because 
it will not integrate anything which has a technical period of turn- 
over of zero. In the case of labor other than factory labor the 
accounting treatment is different but the labor has a technical 
period of turnover of zero because purchases of labor are still 
treated as costs for the time in which they are bought unless they 
are capitalized under another name.'° 

The average percentage rate of profit on all wealth in the year 
ending at ¢ is simply the profit of that year divided by the value of 
the wealth on hand at the beginning of that year. Let i,(#) be 
the average percentage rate of profit per year (converted annually) 
earned by wealth as a whole in the year ending att. Then, 





ale) = 0 (14) 
Since 
x)= [" Zea 
it is obvious that ii 
x1) = "Zier (x3) 


Substituting (15) in (14) and also the value of J, (4) given in (8) 
yields— 


[ Z(t)dt — i Z(#)dt 
i,(t) a t-1 —; t—K-1 (16) 
/ Z(t)dt 
t—K-1 


Suppose it is known that the trend of the money value of total 
sales is an exponential of the type Z(#) = Ae”, where p is constant. 
This assumption agrees with the record of experience in the United 
States for the past fifty years or more as verified by the writer and 





° Occasionally one may see the account, ‘‘prepaid labor expense’’ on a balance sheet. 
In that case y(¢) will catch it, as it should. 
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also by Mr. Carl Snyder.1' With this assumption one may write 
(16) as follows: 


(AePt — AePt-P — AePt-PK’ 4. AgPt-PK'—P) 











i,'(#) = (17) 
I = = — 
5 (Ae?! P _ AgPt—PK P) 
_iI- e-? — PK’ 4. ¢-PK'-P = (1 — e PK’)(r — e~?) (18) 
si oe? =. gts ri eP(1 ome e7 PR’) . 
— oP 
= Tost, 3 = eP = i, (19) 


eP 


where the primes all indicate trend, or normal values. But the 
elementary theory of compound interest shows that, 


es = 1+ 4, (4) (20) 


This gives the relationship between the continuously converted pet- 
centage rate of profit, #(¢), and the rate converted once a year, 
i(¢). Substituting (19) in (Qo) gives 


eo) = 14 eP—1 (21) 
eto!) — oP (22) 
is() => @3) 


In other words the normal, continuously converted percentage rate 
of profit per year is equal to the continuous percentage rate of 
increase per year of the trend of total sales, provided the trend of 
sales is increasing (decreasing) by a constant percentage per year. 

As an interesting corollary one may note that the normal per- 


11 See the writer's Capital and Interest, p. 164. Also Carl Snyder, ‘Capital Supply and 
National Well Being,’ American Economic Review, XXVI, 195 e¢ seq. Snyder shows the trend 
of national wealth from 1790 to 1920 increased at an approximately constant percentage rate; 
also that national income had about the same constant percentage rate of growth as wealth. 
These data raise the presumption that total sales also grew at a constant percentage rate. 
Total sales are determined by the amount of wealth and the rate at which goods are turning 
over. If the turnover had changed greatly, one would expect to find a variation in the per- 
centage rate of growth of national income, which did not occur. If the rate of turnover re- 
mained sensibly constant in the long run then total sales must have had the same propor- 
tional rate of increase as wealth in the long run; i.e., a constant one. 
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centate rate of profit must also equal the normal percentage rate 
of increase of bank credit. This may be shown as follows: Let 
M(¢) represent the total quantity of money in circulation (in- 
cluding bank deposits), while V(¢) is its rate of turnover per year. 
Then, since total sales per year are approximately equal to total 
expenditures it follows that 


Z(t) = M(s)-V) (24) 
Hence 


ty ae AZ _ AMVC) I 
— 2. dt ‘M(OV") 
_ dM) 1, avs) 1 
~ “He M8) a VG @ 











But it may be shown statistically that the trend of the rate of 


turnover of money is sensibly constant, i.e., dV’()/dt = 0.” 
Hence, 

ton ee 4 

ig(#) = a M® (26) 


Moreover, the normal percentage rate of increase of bank credit 
is the same as that of the total stock of money (including bank 
deposits).1* Hence, if C’(¢) is the trend of bank loans and in- 
vestments, 


i) =P. oe (27) 

Formula (23) shows that if p, the percentage rate of change of 
normal sales, should become negative the average rate of profit 
would also become a minus quantity. Some business men might 
make money, but their profits would be more than offset by the 
losses of others. This means the success of private capitalism 


12 Cf. the writer's Capital and Interest, p. 153. 
13 Verification of these relationships is given in the writer's Capital and Interest. It is 
shown therein (p. 171) that in the United States for the fifty years, 1880-1929, 
dct) 1 


—— -——. = 0.0640 


dt Ct) 
(4) = 0.0635 
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requires an expanding volume of business, for without positive 
profits the spirit of business enterprise is bound to wither and die. 

Formula (23) also shows that no matter what trend value K 
may assume the percentage rate of profit will be the same, provided 
sales increase at a constant percentage rate. To put it differently, 
if total sales are increasing by any given constant percentage rate 
in two societies, the normal percentage rate of profit will be the 
same for both even though one country has a normal period of 
turnover of many years while in the other the normal period is 
less than one year. This means the profitableness of investment 
does not depend—except in the short run—on the average period 
of turnover. 

The writer is working on the short run aspects of the funda- 
mental equations of profit and he hopes to be able to show the 
relation of the variables y(¢), Z(¢), IG) and i(¢) in the short run, 
for a variable K and a variable proportional rate of change of Z(¢). 
The mathematical difficulties in the way of these results are quite 
considerable. However, it should be noted that all of the fore- 
going equations down to No. (16) inclusive are perfectly valid in 
the short run as well as in the longrun. In fact they are perfectly 
general in all respects. 

In conclusion the precise evaluation of K must be worked out. 
It has been defined as the average period of turnover of all goods 
and services. What is the nature of this average? Is it the simple 
arithmetic mean, the geometric mean, or something else? Let 
Zt) represent the rate of sale of the ith good G@ = 1,2,3 -:- N), 
and let k; be the period of turnover of the ith good. Substituting 


in (9) gives: 


x(t) = J x Z(t)dt = b> i ‘J ZA(t)at (28) 


t=1 


Let k; = K + 0;. Then 


N 


= >| f° zoas]"™ zoe] (5) 


t=1 i 


= f- LZ (t)dt + » aZ(t — K — e) 


t=1 
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Substituting k; — K for a;:— 
> (& —K)Z(¢ -K-—6) =0 (31) 


‘=1 


Factoring, 


> kZ(¢ — K — 6) 
x “ a (32) 
>> Z(t - K —_ €) 


‘=1 





This gives the value of K at time ¢. The value of K at time 
@ + K + €) would be— 


>> k;Z;(t) 
+K+0s 33) 
p Z(t) 


i=1 


Let K’ be the trend, or normal value of K, and assume that K’ 
is sensibly constant. Then 


Zk; Z; (#) 
>Z; (#) 


where the primes all indicate normal, or long run values. In 
other words K’ is a weighted arithmetic mean of the various periods 
of turnover, k;. The period of each good is weighted by its 
normal rate of sale, and the resulting mean is the normal value of 
K’ for goods as a whole. 

As a check on the mathematics one may ask the question, is the 
K defined in (1) the same as the K defined in (28)? This may be 
answered in the affirmative from the following logic: The net 
profit during the year ending at ¢ must equal the increase of wealth 
between (¢ — 1) and #; i.e.,™ 


L(t) = 9) — 9¢ -— ») (34) 


Now substitute the value of K as defined by (28) in formula (34) 
and see if this yields the same as (8). If it does then the K of (28) 


K’(t) = K’(¢+ K’+ 6) = 


14 Formula (10) shows that the wealth at any time is equal to the accumulation of profits 
(net) from Adam to that time. Hence the increase in wealth between any two points of time 
must equal the net profits accumulated during that interval. 











FUNDAMENTAL PRINCIPLES OF PROFIT 173 


is the same as the K of (8), which is by definition also the K of (1). 
Substituting as indicated: 


N 


h() = >) | i i. Zlé)dt — i afl Z(t (35) 
‘ s | | é Z(s)dt — i a Za(hat (36) 
-[' zoa-["" zoe - — 6,® 


This proves the K’s in the several formulae are identical. 
As a warning, however, it should be noted that it is easy to make 
serious mistakes from a confusion of K’s. For example, in general, 


y(t) ¥ K-Z(t) # K |’ 


t— 


Z(t)dt ~ K-Z(t¢ — K) (38) 
1 
The wealth on hand at time ¢ is mot equal to the period of turnover 
multiplied by either the annual rate of sales or annual rate of cost 
at time ¢, nor is it equal to the period of turnover multiplied by 
the sales in the year ending at ¢ except in the special case where 
K = 1.5 In exact logic one has to deal with a series of different 


“*K’s’’, each a period in a different sense. These ‘‘K’s’’ may be 
designated as K, K,, Ky, Ks, etc. Then, 


x(t) = Ki,Z(#) = Ke r 


Z(#)dt = K;-Z(# — K) (39) 


One must know the nature of the sales function in order to write 
the values of K,, K,, etc. Incase Z(¢) = Ae”, p being constant K, 
may be evaluated as follows: 


Kz) = 90) = [ 


t 
Z(t)dt = / AeP ‘dt (40) 
EK t—K 


I 
“ > (Ae?t = AePt-P£) me PK 
i= = 


Ae? P 





(41) 


18 Leontief makes this mistake when he writes the total capital investment as (pxt + ys) 
where (px + qy) equals total cost of production and ¢, s, are periods of turnover. Cf. loc. cst., 
supra. 
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The student who is interested may work out for himself the values 
of the other “‘K’s’’. 

The foregoing paper presents the foundation of a scientific theory 
of profit. The fundamental equations on which it rests have 
greater claim to scientific merit than those of Mr. J. M. Keynes 
because (a) they do not rest upon a subjective and dubious distinc- 
tion between “‘investment goods’’ and ‘“‘consumption goods,”’ 
(b) their conception of profit is, for society as a whole, equivalent 
to that of the ordinary business man, and (c) they are more readily 
subjected to statistical verification by virtue of (a) and (b). 








WAGE RATES AND HOURS OF LABOR IN NORTH 
CAROLINA INDUSTRY 


H. M. DOUTY 
University of North Carolina 


Most of the studies of wages in Southern industry have focussed 
attention upon the so-called census average wage.1 This average 
is important, especially as an indicator of economic progress. The 
movement of wage rates also throws considerable light upon the 
changing status of the working class; wage rates, moreover, are 
significant as measures of labor cost. 

This paper presents data on average wage rates and hours of 
labor for various years from 1907 to 1930 in four North Carolina 
industries: cotton textiles, hosiery, lumber, and furniture. These 
industries, in 1929, employed slightly over 70 per cent of all wage 
earners engaged in manufacturing in the state. 


SOURCES AND PROBLEMS 


The United States Bureau of Labor Statistics has collected 
sample wage and hour data from a selected number of industries 
for many years. The data relate to specific payroll periods, usually 
one week, and show, during the earlier years for selected occupa- 
tions and later for all occupations, the number of establishments 
and workers covered, average rates of wages per hour, and average 
full-time hours per payroll period. These data are gathered by 
agents of the Bureau directly from the payrolls of the firms included 
in the samples.? 

The payroll studies of the Bureau in which we are interested 


1 The census average wage is obtained by dividing the total wage bill of an industry, as 
reported to the Census of Manufactures, by the average number of wage earners employed 
during the year. 

2 See U. S. Bureau of Labor Statistics, Bulletin No. 506, Handbook of Labor Statistics, pp. 
757-758, for a description of the work of the Bureau in the collection of wage and hour data. 
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date from 1907 in the case of cotton textiles,* and from 1910 for 
the hosiery, lumber, and furniture industries of North Carolina.‘ 
In the case of two industries, cotton textiles and hosiery, wage 
and hour data were collected annually to 1914, and for lumber and 
furniture to 1913. Information is available for cotton textiles at 
two-year intervals from 1916 to 1930. After 1914, in the case 
of hosiery, no study was made until 1919, and the studies which 
follow are dated 1922, 1924, 1926, and 1928. The dates of the 
lumber studies after 1913 are irregular—1g15, 1919, 1921, 1923, 
1925, and 1928. Information on wage rates and hours in the 
furniture industry after 1913 is available for 1915, but after this 
date the studies were discontinued until 1929. 

Up to and including 1913 in the case of cotton textiles, 1922 in 
hosiery, 1923 in lumber, and 1915 in furniture wage and hour in- 
formation is given only for selected occupations. After these 
dates for the respective industries, the studies cover all of the 
occupations in the plants from which the samples were taken. 
The selected occupations generally include the more skilled wage 
earners, although laborers in the lumber industry were covered 
from the beginning. 

The first problem connected with the use of these data was to 
devise some method for estimating average hourly earnings and 
average full-time weekly hours for a// occupations for those years 
in which data for selected occupations alone were collected. The 
way in which this problem was met is described in the Note at 
the end of the article. It would have been desirable also to esti- 
mate average hourly earnings for the years not covered by the 
studies of the Bureau. The straight-line method of interpolation 
for the intercensal years was rejected, however, and suitable data 
which would have permitted the use of other methods of inter- 
polation were not available. 


3 Earlier studies contain wage and hour information for selected occupations in cotton 
textiles in North Carolina from 1890 to 1907. See U. S. Commissioner of Labor, Nineteenth 
Annual Report, 1904, and Bulletins No. 59, 65, and 77 of the U. S. Bureau of Labor Statistics. 
The samples embodied in these studies are very small. 

‘The wage and hour data used in this paper were obtained from the following Bulletins 
of the U. S. Bureau of Labor Statistics: for cotton textiles, Bulletins No. 128, 150, 190, 239, 
262, 288, 345, 371, 446, 492, 539; hosiery, Bulletins No. 134, 154, 177, 265, 328, 375, 452, 504; 
lumber, Bulletins No. 129, 153, 225, 265, 317, 363, 413, 497; furniture, Bulletins No. 129, 153, 
225, §26. 
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The ultimate importance of wage rates resides in the command 
over goods and services which they afford. To appreciate fully 
the meaning of changes in money rates, their transformation into 
real rates must be effected. Ideally, for the purpose in hand, a cost 
of living index measuring changes in the prices of the goods and 
services habitually consumed by North Carolina wage earners 
should be employed. Since such an index is not available, the non- 
agricultural cost of living index computed by Professor Douglas 
was used. This index extends from 1890 to 1926. Following 
the same method employed by Professor Douglas, an extension of 
the index to 1930 was made. Now this index measures changes 
in the cost of living among wage earners and lower salaried em- 
ployees in the country as a whole. Can such an index be applied 
to indexes of money earnings in North Carolina for the purpose of 
uncovering changes in real earnings? This can be done only on 
the assumption that changes in the cost of living in North Carolina 
moved in step with changes in the cost of living in the country 
asa whole. The results of a fairly elaborate test, as explained in 
the Note at the end of the article, seem to show that the assumption 
has a substantial measure of validity. 


THE MOVEMENT OF HOURLY EARNINGS 


We can now turn to the movement of wage rates in the four 
industries for which we have more or less continuous data. In 
Table I, average hourly earnings for the various years are set 
forth. In two industries, cotton textiles and hosiery, average 
hourly earnings were calculated for both men and women, and for 
men and women combined. Few women are employed in either 
lumber or furniture. 

The average male cotton mill worker in 1910 earned 10.78 cents 
per hour, as compared with 14.17 cents for the average male hosiery 
worker, a difference of almost four cents per hour. In lumber, 
in 1910, the average hourly rate was 13.96 cents, and in furniture, 


5 For the details of this index see Paul H. Douglas, Real Wages in the United States, 1890- 
1926, pp. 19-64. Since this book is widely available, the index is not reproduced here. 

6 Average hourly earnings (and also average full-time weekly hours) in lumber and fur- 
niture for 1914 were secured by means of straight-line interpolations for the purpose of using 
this year as a base in the computation of relatives. It was necessary to omit a figure for 
female hosiery workers in 1919; the data were insufficient for its computation. 
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13.05 cents. Female cotton mill operatives in 1910 averaged 
slightly over one cent per hour more than their sisters in hosiety, 
the average rate for the former being 9.15 cents, and for the latter 
8.07 cents. 

By 1928, however, average hourly earnings of female hosiery 


TABLE I 
AveraGe Hourty Money Earnincs In Four INpustrRIEs 
Cin dollars) 

















COTTON TEXTILES HOSIERY 

YEAR LUMBER | -URNITURE 
Male Female —_— Male Female 5 a 

1907 1046 .0870 .0987 

1908 1067 .0840 0990 

1909 1078 .0890 1026 

1910 1078 .O915 1027 1417 0807 .0994 1396 1305 

IgII 1165 .0964 -IiD2 . 1467 0862 1050 1385 1295 

1912 1221 . 1031 1168 1615 1060 1249 1428 1353 

1913 1251 .1076 . 1205 1§29 0974 1157 .1471 1381 

1914 1320 .1148 1273 1714 0998 3222, 1392 1396 

We Daca. bocen a atebes eae ge dese .1313 1410 

1916 1436 1193 7 a eee eas ee 

1917 eae nein se 

1918 2245 .1896 2125 since Polaron 

ae eer ree cies 2399 ce eer 

1920 5040 4194 ME FP recta: FB saws ey ere 

A SE Ree ee ae er ee siege mee at hens 

1922 3089 .2581 .2923 2774 22.99 2.494 ones 

9 eee ne oe ee as, ee ee, wee 2410 

1924 -3471 2803 3250 3444 2468 2819 certgs (ere eos 

i. ee eee eee weet ee eee 2469 

1926 3233 2523 2980 -4040 2760 3280 

1927 mis oars pie  ikews! eet aoa yee 

1928 3120 2620 2949 4200 2860 3340 et ieee 

1929 — Kes a ee: ee eee ay ee -3310 

1930 3220 2570 ND scsce J Sete BE eeeee Lancs Ms 


























workers stood at 28.6 cents, as compared with 26.2 cents for females 
in cotton textiles. 
31.2 cents per hour, as against 42 cents for male hosiery workers, 
and only 25.99 cents for lumber workers. 
workers was 33.1 cents in 1929. 

In Table II, these average hourly earnings figures have been 


Male cotton mill operatives in 1928 averaged 


The figure for furniture 
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reduced to relatives on a 1914 base. In general, except in lumber, 
average hourly money earnings increased during the years before 
1914. The increase for male cotton mill workers between 1907 
and 1914 was 26.2 per cent, and for female cotton mill operatives, 
32.1 per cent. Between 1910 and 1914, average hourly earnings 








TABLE II 
Rexative Hourty Money Earnincs IN Four Inpustrigs 
1914 = 100 
COTTON TEXTILES HOSIERY 
LUMBER 
YEAR FURNITURE 
Male and Male and (SAWMILLS) 
Male Female Male Female 
female female 





1907 79-2 75-7 77-5 


1908 80.8 73.1 77-7 

1909 81.6 77-5 80.5 

1910 81.6 79-7 80.6 82.6 80.8 81.4 100.2 93-4 
I9II 88.2 83.9 86.5 85.5 86.3 86.0 99-4 92.7 
1912 92.5 89.8 91.7 94.2 106.2 102.2 102.5 96.9 
1913 94-7 93-7 94-6 89.2 97-5 94-7 | 105.6 98.9 
1914 | 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
a eee err ere om we inate a aaeiee 94-3 101.0 
1916 108.7 104.9 106.9 snsiew M swites, J eee Il Ovptean eeeeee 
ae Gee ee ae ee eee Ge eas Mneemen 
1918 170.0 165.1 166.9 Cwies pane ree er ie i 
eee See paces Ee ES ve BD saan 214.7 eee 
1920 381.8 365.3 373-9 ee eee a ees Nery) Ste 
1921 rien peck re: ae ae ee idee iy ek ey eee 
1922 234.0 22.4.8 229.6 161.8 230.3 ee rae Cpe 
1923 aiadet Jéwes, Watees, e Savewl P< ecai meeene ee eee 
1924 262.9 244.1 255-3 200.9 247.2 230.6 sie ae TR hie tees 
1925 peaks etme eee eee Bee ae et ee ae ces a eres 
1926 244.9 219.7 234.0 235-7 276.5 268.4 rE? ene 
a ree ere Srey panleie  aemaents ne rt ce 
1928 236.3 228.2 231.6 245-0 286.5 273-3 Wet FP aaees 
1929 sews Bl witlve’: 8) Saurve Lae) ance etn aaats Esistats 237.1 


























1930 | 243.9 223.8 oe a ere rere ope : tuba en eel 





of male hosiery workers rose 21 per cent; female hosiery workers, 
23.7 per cent; furniture workers, 7 per cent. 

Unfortunately, we have data only for cotton textiles for 1920. 
This year marked the peak in the rise of wages occasioned by the 
boom and inflation of the war and post-war period. Average 
hourly earnings of male cotton mill workers in 1920 were 281.8 
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per cent above the 1914 level, while the increase for females was 
265.3 per cent. The 1921 deflation was exceedingly sharp. Be- 
tween 1920 and 1922 the average hourly earnings of male cotton 
mill operatives dropped 38.8 per cent, and of female operatives, 
38.5 per cent. Following the deflation, however, hourly money 











TABLE III 
Revative Rear Hourty Earnincs 1Nn Four INpustR1gzs 
1914 = 100 
COTTON TEXTILES HOSIERY 
YEAR LUMBER | FURNITURE 
Male Female yg Male Female os a 
1907 87.0 83.1 85.1 
1908 92.8 84.0 89.3 
1909 93-7 89.0 92.5 
1910 88.6 86.6 87.6 89.7 87.8 89.7 108 .8 101.5 
I9II 92.8 88.3 91.0 go.0 90.8 90.8 104.6 97-5 
1912 96.3 93.5 95-5 98.1 110.6 107.2 106.7 100.9 
1913 95-6 94.6 95-5 go.1 98.4 96.3 | 106.6 99-8 
1914 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
1915 re ee) Ip S rere wees ate 96.2 103.0 
1916 IO1.§ 97-1 99-9 antes saelers aoe ery are 
1917 eae Meet a) oe aes ee Me cee a 
1918 108 .2 105.1 106.3 wees wiekalel “W heseate’s re 
oe ere re 81.8 Sain re 127.0 ss brets 
1920 183.5 175.6 SUES DF sities Beene melngs ere eer 
1921 reise pains coxa , sees naar aes 100.4 
1922 141.8 136.2 139.1 98.6 140.4 116.1 “sa 
1923 rere saa were, ger ae ee Se ieee 
1924 154.6 143.5 150.1 123.3 147.1 x es 
1925 ete Bowe euaen Bene setae ere 104.2 
1926 142.3 127.7 136.0 136.2 159.8 145.3 
1927 eee aeciets were aches im, Bee ae Meee 
1928 137.3 132.6 134.0 142.4 166.5 149.9 108.5 suas ane 
song | ..... errs ea eer alae mere anes 136.8 
1930 146.9 134.8 142.4 en er hae ipe eves i -<eaes 





























rates remained on a much higher level than that which had pre- 
vailed before the war. In 1922, the average hourly earnings of 
male cotton mill workers were 134 per cent above the 1914 average; 
female cotton mill operatives were receiving 124.8 per cent more in 
terms of money; male hosiery workers, 61.8 per cent more; and 
female hosiery workers 130.3 per cent more. Between 1914 and 
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1923, the average hourly money earnings of lumber workers in- 
creased 73.1 per cent. 

During the years from 1914 to 1928, striking gains in money 
earnings per hour were registered by the female hosiery workers. 
In 1928, the average hourly earnings of female hosiery workers 
were 186.5 per cent above the 1914 level; the increase for males 
was 145 per cent. In absolute terms, as Table I shows, hourly 








TABLE IV 

AveraGe Furt-Time Hours per Week 1N Four INpustRizs 
YEAR COTTON | HOISERY LUMBER FURNITURE 
1907 66.0 
1908 64.1 
1909 64.0 
1910 62.8 59-9 63.0 59-9 
1911 62.7 59-3 64.0 60.0 
1912 60.0 59-4 62.8 59-6 
1913 60.6 59-4 62.8 59-4 
1914 60.0 §9-0 63.3 59-6 
1915 aeae sda 63.8 59-8 
1916 60.0 a 
1917 ahists 
1918 $9.0 mse ae 
1919 Aa 56.5 62.2 
1920 54.6 eas ance 
1921 son at 61.5 
1922 55-0 55-0 wkes 
1923 ae cee 61.4 
1924 33°4 55-5 sae 
1925 rans ae 61.3 
1926 55-6 55-2 
1927 res ante pace 
1928 55-8 55-6 60.2 — 
1929 eS a ate 55-0 
1930 55.0 pest care eae 

















earnings for males remained considerably higher than for females, 
despite the relative gain of the latter. The average hourly earn- 
ings of male cotton mill operatives increased 136.3 per cent between 
1914 and 1928; the increase for female cotton mill operatives was 
128.2 per cent; and for lumber workers, 86.7 per cent. In 1929, 
average hourly earnings for workers in the furniture industry were 
137.1 per cent above the 1914 level. 
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When the indexes of money earnings are divided by the cost of 
living index, we get indexes which show the changes in the 
purchasing power of the money rates. Table III reveals the move- 
ment of relative real hourly earnings in the four North Carolina 
industries with which we are concerned.?_ This table is particu- 


TABLE V 
Revative Furt-Time Hours per Weex 1n Four INpustrizs 


1914 = 100 





HOISERY LUMBER FURNITURE 





1907 
1908 
1909 
1910 
I9II 
1912 
1913 
1914 
1915 
1916 
1917 
1918 
1919 
1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 

















larly interesting, for it shows the changing value of an average 
hour’s work in terms of goods and services. 

An inspection of Table III shows that, among the workers in 
the four industries, the lumber workers gained least. Throughout 


7 During the period of very rapid price changes, 1915-1922, the indexes of moncy earnings 
were divided by the cost of living index for the month or months in which the wage data were 
collected. This information was secured by correspondence from the U. S. Bureau of Labor 
Statistics. 
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the whole period, from 1910 to 1928, real hourly earnings in lumber 
remained relatively constant, except in 1919. In 1928, the pur- 
chasing power of the average money return for an hour’s work in 
lumber was only 8.5 per cent above the 1914 level. During most 
of this period, due to timber exhaustion, lumber was a declining 
industry. This stands in contrast to the expansion experienced 
in cotton textiles, hosiery, and furniture. The gains in these 
industries were much more decisive. In 1928, the average real 
hourly earnings of male cotton mill operatives were 37.3 per cent 
above 1914; the increase for female cotton mill operatives was 32.6 
per cent; for male hosiery workers, 42.4 per cent; for female hosiery 
workers, 66.5 per cent. The average real hourly earnings of furni- 
ture workers increased 36.8 per cent between 1914 and 1929. 


HOURS OF LABOR 


Table IV shows the average number of hours constituting a 
full week in the four industries during those years in which data 
are available. In Table V these absolute figures are reduced to 
relatives on a 1914 base. Between 1907 and 1914 a reduction of 
six hours in the average full-time week in the cotton tex- 
tile industry occurred. This reduction, from an average of 66 
hours to an average of 60 hours per week, amounts to Io per cent. 
There was no appreciable reduction of hours in hosiery, lumber, or 
furniture between 1910 and 1914. The decrease in cotton textiles 
brought the level of hours there approximately to the level pre- 
vailing in the hosiery and furniture industries. 

By 1928 average full-time hours per week had fallen to 55.8 in 
cotton; 55.6 in hosiery; 60.2 in lumber. Average full-time weekly 
hours in furniture stood at 55 in 1929. In all cases these figures 
represent a reduction from the 1914 level. The reduction in cotton 
textiles was 7 per cent; hosiery, 5.8 per cent; lumber, 4.9 per cent. 
Hours in the furniture industry decreased 7.8 per cent between 
1914 and 1929. 


FULL-TIME WEEKLY EARNINGS 


The multiplication of average hourly earnings by average full- 
time hours per week gives a figure which represents average full- 
time weekly earnings. The figure represents the amount which 
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the average worker would earn per week if he worked full-time. It 
does not, of course, represent average actual weekly earnings. Unemploy- 
ment, illness, and absenteeism for various causes all serve to pull 
the actual average below the full-time average. On the other 
hand, overtime may raise actual average weekly earnings above 











TABLE VI 
AveraGe Furt-Tmme Weexry Money Earnincs 1N Four Inpustrizs 
(In dollars) 
COTTON TEXTILES HOISERY 
YEAR —— FURNITURE 
Male Female os Male Female — en 
1907 6.91 5-74 6.52 
1908 6.84 5-39 6.35 
1909 6.90 5.68 6.57 
1910 6.77 5-75 6.45 8.49 4.83 5-95 8.80 7-82 
I9II 7.33 6.05 6.91 8.70 ti 6.22 8.87 7:97 
1912 7-33 6.19 7-O1 9.59 6.30 7-42 8.97 8.06 
1913 7-51 6.46 7-23 9.08 5-79 6.87 9.24 8.20 
1914 7-92 6.89 7-64 10.11 5-89 7.20 8.81 8.32 
1915 meee. sia eueres NSE: chee He aeons 8.38 8.50 
1916 8.62 7.16 8.17 ies Pee: oy Mere ee hy 
1918 13.25 II.19 12.54 eccen games oasis ne te ee 
1919 ee eee Reon 13.55 Dewar eons 18.60 
1920 > 22.90 26.00 LGees pert setae <atores 
1921 gai erin’ Roaes aia err eee 14.79 
1922 16.99 14.20 16.08 15.26 12.64 ae ee Saws 
1923 ae ee peer ara er ae ae ere m.00 fF s..<- 
1924 19.23 15.53 18.01 19.11 13.70 15.65 en, er tye 
1925 peieas ee paca eras rece et gees 15.14 eee 
1926 17.98 14.03 16.57 22.30 15.24 18.11 wee eee 
a kadar ec eo ee ee ee ara 
1928 17.41 14.62 16.46 23.35 15.90 18.57 a oe 
1929 caoes amd =e canes aan ee bead 18.21 
1930 17.71 14.14 16.56 Oa ae ee ee Were 





























the full-time average. The figure is interesting, however, for it 
sets an upper limit—barring overtime—to the average amount of 
earnings per week obtainable in the industries under consideration. 
It reveals, moreover, the effect of changes in average hourly earn- 
ings and in average full-time weekly hours on the amount which 
the average worker can earn over a period of time. 
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Table VI shows the average full-time weekly earnings of cotton 
textile, hosiery, lumber, and furniture workers for the years for 
which we have data. The highest average full-time weekly wage 
in 1910 was found in the lumber industry, and amounted to $8.80. 
This is slightly over two dollars higher than the corresponding 








TABLE VII 
Revative Furi-Timz Weexty Money Earninocs 1n Four Inpustrizs 
1914 = 100 
COTTON TEXTILES HOISERY 
LUMBER 
YEAR FURNITURE 
(SAWMILLS) 
Male Female Male and Male Female Male and 
female female 





1907 87.2 83.3 85.3 
1908 86.3 78.2 83.1 
1909 87.1 82.4 85.9 
1910 85.4 83.4 84.4 83.9 82.0 82.6 99-9 93-9 
1911 92.2 87.8 90.4 86.0 86.7 86.3 100.6 93-3 
1912 92.5 89.8 91.7 94.8 106.9 103.0 101.8 96.8 
1913 94.8 93-7 94.6 89.8 98.3 95-4 | 104.8 98.5 

) 


1914 100.0 100. 100.0 100.0 100.0 100.0 100.0 100.0 
1915 eat: aes meoiet: ME Soran 95-1 102.1 
1916 108.8 103.9 106.9 oa 
1917 heots inode ea es eae eer ee Sere es ety. 
1918 167.2 162.4 164.1 pa sae reer err er me Wer rey a oe tS 
et ee Berne caries ae eter ee ee SRES FP ciccs 
1920 347.6 332-3 340.3 ee oe fe parte 

1921 es Sate a ee ee re ee ee Oe 169.9 rete 
1922 214.5 206.0 210.4 150.9 214.6 OOS Fences Basse 
1923 see Mee eae cee, ita a ss aes 167.9 pened 
1924 242.8 225.3 235.7 189.0 232.5 at73 sige teid Mt eres O 
1925 vetata aeons Serres gheeted Te ee AED OB) xsann 
1926 | 227.0 | 203.6 216.8 220.5 258.7 OE. § FT Aisne OH beees 
i eee ers secs Btesesr eee mretet yee ours 
1928 219.8 212.1 215.4 230.9 269.9 257-9 oo Se eee 
1929 seis, EP Lewsics J aeacte E cosvinigy” HEL sieteat GEN! Cena am) Maan 218.8 


1930 223.6 205.2 216.7 iuiseide dy wate 





























figure for male cotton mill operatives, and approximately one 
dollar higher than the average for furniture workers. The average 
male hosiery worker in 1910 earned $8.49 in a full-time week. The 
1910 averages for female cotton mill and hosiery operatives were 
exceedingly low, being $5.75 for the former and $4.83 for the latter. 

By 1928, the average full-time weekly wage of male hosiery 
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workers amounted to $23.35, as compared with $17.71 for male 
cotton mill workers, and $15.65 for wage earners in lumber. The 
average furniture worker in 1929 received $18.21 for a full work- 
week. Female hosiery workers in 1928 had an average full-time 











TABLE VIII 
Revative Rear Furt-Time Weexry Earnincs 1Nn Four Inpustrizs 
1914 = 100 
COTTON TEXTILES HOISERY 

YEAR LUMBER || pURNITURE 

Male Female =e Male Female 2 — 
1907 95-8 91.5 93-7 
1908 99-1 89.8 95-5 
1909 100.1 94.7 98.7 
1910 92.8 90.6 91.7 gi.1 89.1 89.7 108.5 102.0 
1911 97.0 92.4 95.1 90.5 90.8 go.8 105 .8 98.2 
1912 96.3 93-5 95-5 98.7 1G7.2 107.2 106.4 100.8 
1913 95-7 94.6 95-5 90.7 96.3 96.3 | 105.8 99-4 
1914 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
1915 oe —e er ere hae tee eel 97.0 104.1 
1916 101.6 97.1 99.9 ere veeen el sawed bewies eee 
1917 cscas pcre wediave Posie wenee 1 Laeeee 
1918 106.4 103.4 104.5 ave 
1919 _— eases aaeet a eee. Beene 124.9 
1920 167.1 159.7 163.6 re Kant. Makes E Seeety eee 
1921 er steer ecules aaa oer enon 97.6 
1922 130.0 124.8 127.5 92.0 130.8 116.1 hietcas HP Rane 
1923 ee sauiae Been Pere ratetsis eeeres O86 7 secs 
1924 142.8 132.5 138.6 115.9 142.6 133.3 csvee Db kigeice 
1925 Baars ae eens org Pamas oaeg ae ee ooo 
1926 131.9 118.3 126.0 127.4 149.5 145.3 
1927 goreae Ore: ee ge (eee ares 
1928 127.7 123.3 125.2 134.2 156.9 149.9 103.2 Saas 
 - eee etree eames ores) see Saks rome 126.4 
1930 134.6 123.6 130.5 casive Ey eeuta vivwee BP ewes os 





























weekly wage of $15.90, as against $14.62 for female cotton mill 
Operatives. 

When the absolute figures are reduced to relatives, as in 
Table VII, an upward movement in full-time weekly money wages 
in all industries except lumber during the years before 1914 is 
clearly apparent. The increase in the furniture industry between 
1910 and 1914 was 7.1 per cent; the percentage increase for male 
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cotton mill operatives was 14.6; for male hosiery workers, 16.1 
per cent; for female cotton mill operatives, 16.6 per cent; for female 
hosiery workers, 18 per cent. 

By 1922, after the collapse of the post-war boom and the conse- 
quent deflation, average full-time weekly money earnings remained 
well above the 1914 level. The most marked gains after 1922 were 
made by the workers, both male and female, in hosiery, and the 
least by the lumber workers. The behavior of money earnings in 
cotton was erratic. 

Table VIII, obtained by dividing the indexes of full-time weekly 
money earnings by the cost of living index, shows the movement 
of real full-time weekly earnings in the four industries. Over the 
whole period significant gains in the purchasing power of money 
wages were made in all industries except lumber. Indeed, the 
purchasing power of the average full-time weekly wage of h: 
lumber workers in 1928 was only 3.2 per cent above 1914, and 
actually 5.1 per cent below 1910. 

The gains in the other industries were considerable. The real 
full-time weekly earnings of female hosiery workers in 1928 were 
56.9 per cent above the 1914 level. This is the largest gain regis- 
tered by any group of workers covered by this study. Male 
hosiery workers were next in line, with a 34.2 per cent increase 
over 1914. The increase for male cotton mill operatives was 27.7 
per cent, and for the female operatives, 23.3 per cent. Between 
1914 and 1929, the real full-time weekly earnings of furniture 
workers increased 26.4 per cent. These gains were secured in the 
face of a slow shortening of the work-week. The increase in real 
full-time weekly earnings in cotton and hosiery—but not in either 
lumber or furniture—is even more impressive if 1910 instead of 
1914 is taken as the base year. 

Despite these very considerable advances, we need to keep in 
mind the fact that even in the late 1920's the actual figures are 
very low—so low as to preclude the erection of decent standards 
of living upon them. 
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NOTE 


The solution of the problem of estimating average hourly earnings for all occupations 
for those years in which the studies of the U. S. Bureau of Labor Statistics contained data 
only on selected occupations was relatively simple. Average hourly earnings for the selected 
occupations were first computed (in cotton and hosiery the male and female occupations 
were separated). In the computation, average hourly earnings for any one occupation were 
weighted by the number of wage earners included in the sample. The average hourly earn- 
ings figures for selected occupations were then reduced to relatives. Now the assumption 
was made that the relative changes in average hourly earnings in the selected occupations 
corresponded to the relative changes in hourly earnings in all occupations. Since average 
hourly earnings for all occupations could be calculated for one or more years for each industry, 
a base year could be selected, and the percentages of change could be applied to the actual 
figures for this year. In this way estimates of average hourly earnings for all occupations 
were obtained for those years in which data on selected occupations alone were given. 

A partial check on the accuracy of this method was obviously at hand. At two-year 
intervals after 1914 in the cotton textile industry, for example, data on average hourly earn- 
ings for all occupations were available. Hence, the actual figures could be calculated, and 
at the same time the method used in estimating the averages before 1916 could be extended 
to 1930. This would give us two sets of figures from 1916 to 1930—estimated average hourly 
earnings and actual average hourly earnings as calculated from the data. The spread between 
these two sets of figures was very small. In fact, the difference between estimated average 
full-time weekly earnings (in which the effect of estimating full-time hours would also be 
felt) and average full-time weekly earnings as calculated from the data in cotton textiles 
ranged from a minimum of four cents in 1922 to a maximum of 59 cents in 1930. 

The same procedure was followed in estimating full-time weekly hours in all occupations 
for those years fer which this information was not available. Certain problems arose in 
estimating average hourly earnings and average full-time weekly hours for males and females 
combined in cotton textiles and hosiery which need not detain us here. 

We now come to the question of whether Professor Douglas’ non-agricultural cost of 
living index for the country as a whole accurately measures changes in the cost of living of 
North Carolina wage earners. This question cannot be answered conclusively. Beginning 
in 1914 the Douglas index represents simply an improvement upon the index of the U. S. 
Bureau of Labor Statistics. The Bureau segregates its cost of living data by cities, a number 
of which are in the South. Following the methods employed by Professor Douglas, South- 
ern, non-Southern, and combined indexes were constructed. The widest difference between 
the Southern index and the non-Southern index from December, 1914, to June, 1922, except in 
two months, was 1.8 per cent. The difference between the Southern index and the index 
for the country as a whole was, of course, slightly smaller. This represents a remarkable 
correspondence, especially in view of the fact that this period was characterized by intensely 
dynamic price changes. After 1922 the divergence between the Southern and the non- 
Southern indexes becomes somewhat greater, reaching a maximum of 5.6 per cent in June, 
1929. After 1922, in other words, the Douglas index is consistently too high (in terms of 
the presumptive index for North Carolina), and hence the changes in real earnings measured 
by it are consistently too low. This does not seem unduly to distort the results. The South- 
ern index was not used for two main reasons: (1) the Douglas index covers the whole period 
with which we are concerned, whereas the Southern index begins at 1914; (2) Professor 
Douglas was able to construct his index by months after 1914, and this procedure was not 
feasible with the Southern index. 














DIRECT PRICE FIXING 


JULES BACKMAN 
New York City 


The methods by which prices can be fixed are many and varied. 
Perhaps the broadest and most logical classification is direct and 
indirect price fixing. These two broad types are not mutually 
exclusive and many attempts at price fixing have been a combina- 
tion of the two. In this article the writer will be concerned only 
with an analysis of the methods and consequences of direct price 
fixing. 

Direct price fixing refers to conscious attempts to limit the move- 
ment of prices without altering the supply and/or demand. It 
assumes that prices have an independent existence and that it is 
possible to determine the level at which they shall be fixed with- 
out controlling supply and demand. The inference should not be 
drawn, however, that supply and/or demand will not be affected 
by the price fixing process. As will be indicated below, the fixing 
of prices at a level other than that which would have prevailed 
under the ordinary conditions of the market may drastically affect 
supply and demand. But they are affected after the price is fixed— 
not before. The changes in supply and demand under these condi- 
tions are a result of the fixed price—not a cause of it. 

A survey of the various experiments in price fixing recorded 
during the history of the world indicates that direct price fixing 
was the main method of fixing prices from the Middle Ages (when 
just price was the prevailing concept) until the World War. Since 
the World War, however, the majority of price fixing schemes have 
been of the indirect variety.!. In the post war schemes analyzed 


1 For comprehensive references on price fixing experiments see: Mary G. Lacy, A. M. 
Hannay, and Emily L. Day, ‘*Price Fixing by Governments, 424 B.C. to 1926 A.D.,"’ Agri- 
cultural Economics Bibliography No. 18 (U. S. Department of Agriculture, Washington, 1926); 
*‘World Trade Barriers in Relation to American Agriculture,” Senate Document No. 70, 73rd 
Congress, 1st Session (U. S. Government Printing Office, Washington, 1933); A. M. Hannay, 
‘Government Control of Export and Import in Foreign Countries,"’ Agricultural Economics 
Bibliography No. 12 (U. S. Department of Agriculture, Washington, 1926). 
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by the writer indirect price fixing has been far more important 
than direct price fixing. The realization that the mere fixing of 
price, without a simultaneous control of supply and demand, will 
be ineffective, probably accounts for the increase in the use of 
indirect methods of price fixing, in preference to direct price fixing 
or as a supplement to it. 
There are five methods by which prices can be fixed directly. 

They are: 

1. Minimum Price 

2. Maximum Price 

3. A fixed range of prices, i.e. the minimum and maximum are both fixed 

4. A specific price 

5- Fixed price relationship 


a) base price is fixed 
b) base price is not fixed 


Each one of these methods will now be analyzed. 


MAXIMUM PRICE FIXING 


Maximum price fixing refers to the setting of a price above which 
no transactions can legally take place. In other words, a ceiling 
is placed upon the movement of prices and advances are limited by 
the location and level of that ceiling. However, there is nothing 
to prevent prices from ruling at lower levels if the relative impor- 
tance of supply and demand warrant them. The main beneficiary 
of this type of control is the consumer (either the ultimate or the 
commercial consumer) and it is usually for his benefit that maxi- 
mum prices are set. In the ensuing discussion, examples will be 
drawn only from the experiences in government price fixing. 

History has recorded many attempts of this method of price 
fixing. Probably one of the earliest experiments was that of the 
Emperor Diocletian in 301 A.D. As the following quotation 
indicates, however, this experiment in maximum price fixing re- 
sulted in disaster. 

The results of this edict according to the historian Lactantius showed the Emperor that 
no human will could prevail in matters like these against the force of circumstances. The 
dealers, required to sell at a lower price than they had paid, concealed their commodities; 


scarcity increased, street brawls followed in which blood was shed and it became necessary 
to let the law drop into disuse.” 





2 Preface to a reprint of the Diocletian Edict, (Union Trust Co., Providence, R. I., 1919), 
p. 3: 
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About sixty years later, the Emperor Julian also attempted to 
fix maximum prices with similar results. Cunningham refers to 
maximum price fixing for corn in Frankfort in 794 A.D.* Similar 
attempts were made in England by the gilds and the government, 
according to Ashley. In his discussion of gilds, he points out that 
“The rolls contain numerous records of fines . . . for selling at 
more than the assize or fixed price.’** The same authority re- 
ports that maximum prices were fixed for many commodities in 
England during the 12th and 13th centuries. He cites the maxi- 
mum price fixed on imported French wines in the 13th century 
as one illustration and gives the following description of the 
situation: 


If taverners demanded more than the fixed maximum, the mayor or bailiff was to cause 
their shop doors to be shut and prevent their carrying on trade until they gained the per- 
mission of the king. 


However 


. . in 1330, Parliament complained that the increasingly large numbers of taverners in 
the realm sold unwholesome wine, and also charged unduly high prices.® 


Ashley also points out: 


The municipal authorities . . . at least as early as the later years of Edward I (about 1280) 
fixed maximum prices for the carcasses of oxen, cows, sheep, and pigs.® 


The experience during the French Revolution in the 1790's when 
an extensive system of maximum price fixing was inaugurated, only 
to fail miserably, despite the liberal use of the guillotine, is another 
outstanding experiment. In this country, Massachusetts in 1777 
fixed the prices of both commodities and labor. It was so difficult 
to enforce this statute, however, that it was repealed during the 
same year.’ 

Maximum price fixing was the prevalent method of control used 


3 William Cunningham, Growth of English Industry and Commerce, (The University Press, 
Cambridge, 1910), 5th edition, Vol. I, p. 567. 

4W. J. Ashley, An Introduction to English Economic History and Theory, (Longmans, Green 
& Co., London, 1913), 9th edition, p. 75. 

5 W. J. Ashley, An Introduction to English Economic History and Theory, (Longmans, Green 
& Co., London, 1913), 9th edition, p. 191. 

5 Ibid., p. 193. 

7E. A. Gilmore, ‘‘Government Regulation of Prices,"” The Green Bag, (November 1905), 
Vol. XVII, pp. 629-630. 
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during the World War when maximum prices were fixed for many 
of the leading products. This was true not only in the United 
States but also in many foreign countries including New Zealand, 
England, Germany, Austria, Australia, etc. At the present time 
there are only a few price fixing experiments in which maximum 
prices are used. These include: flour in Portugal; bread in Czecho- 
slovakia; and beef, mutton, and pork in South Africa. 

In the preceding paragraphs a review has been given of the lead- 
ing maximum price fixing experiments which were undertaken by 
governments. The question that must now be answered is, What 
have been the consequences of this method of interference with 
competitive price making? When a maximum price is fixed, it 
can be set at one of three levels as compared with that which would 
tend to prevail under free competitive conditions: it can be higher, 
lower, or just equal to it. If the price is to remain fixed for any 
period of time, it seems likely that the third situation, namely, 
that the price is just right, will not exist very long, since under 
competitive conditions, the price tends to fluctuate due to the vary- 
ing levels of supply and demand. In addition, it would not be 
necessary to interfere with prices if they were to be set at a level 
equivalent to that which would prevail under competitive con- 
ditions. 

If the price fixed for the maximum level is set higher than would 
prevail in a competitive market, no important maladjustments will 
develop since the price in the market would, in all likelihood, rule 
at the lower level warranted by competitive forces. There seems 
to be little question that this would be the case since, if anyone 
insisted on selling at the higher maximum price, he would lose 
business to his competitors who would sell at the lower prices 
(in the absence of monopoly or codperative action). Professor 
Haney cites the cases of zinc plates and sheets, certain kinds of 
lumber, and rubber during the World War as illustrations of this 
point. For each of these commodities a maximum price was 
fixed and in each case the market price was lower than the maxi- 
mum set by the government. ® 

The third case, namely, that the price is fixed at a relatively low 
level as compared with what it would be if supply and demand 


8 Lewis H. Haney, Price Fixing During the War, (Academy of Political Science, New York, 
1919), Pp. 19. 
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forces were allowed to become effective, is the important one. The 
fact that maximum prices are fixed is an indication that prices 
would be higher or would be likely to move higher in the imme- 
diate future if competitive conditions were to determine the level 
of prices. If this were not the case, there would be no incentive 
to fix maximum prices and there would be no clamor by consumers 
to have maximum prices fixed. 

An illustration indicating that maladjustments are intensified 
by fixing unwarrantedly low maximum prices was found during 
the World War when the fixing of maximum prices for meats in 
Germany resulted in a sharp decrease in the marketings of pigs.®* 
The same writer suggests that the fixing of maximum prices was a 
leading factor causing the decline in coal output during 1917.'° 
In both of the above cases, the fixing of a maximum price at a level 
which was too low resulted in a decrease in the quantity of supply 
available. 

An interesting illustration of a situation in which fixing a low 
maximum price stimulated demand is found in connection with 
butter in New South Wales during the War. Wilkinson, in his 
State Regulation of Prices in Australia gives an excellent description 
of this situation: 


As a result of fixing butter at a price lower than the price it would otherwise have been, 
more butter was consumed. The price was below the cost of importation, thus private dealers 
wouldn't import any. The Government was forced to import butter from America, and the 
transaction involved a considerable loss of money, as some of the imported butter arrived too 
late and had ultimately to be shipped to London (p. 39). 


From the above illustrations it can be seen that there is a tend- 
ency that the effects of the price fixing operations would be to 
encourage demand and to discourage supply at a time when exactly 
the reverse trends would be desirable. If the price were allowed 
to rise, the demand by the least desirous buyers would be shut off 
while the supply (if elastic) would be increased because it would 
be profitable for less efficient producers to produce the product. 
Thus demand and supply would be brought into closer balance and 
the market would be cleared without giving rise to the other prob- 
lems which are enumerated below. 


®* W.C. Clark, ‘‘Should Maximum Prices Be Fixed,"’ Bulletin No. 27, Depts. of History and 
Pol. Science in Queens University, (April 1916), p. 16. 
oil. ; H. 27. 
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It must not be assumed, however, that the fixing of a maximum 
price at too low a level will necessarily have the same effects at all 
times. E. M. H. Lloyd has indicated the conditions under which 
no decrease would occur in the quantity of supply of agricultural 
products: 


If the price is fixed beforehand at the time of sowing and is sufficiently high to cover the 
cost of production and ensure a certain profit, production of that particular commodity may 
be stimulated; for a guaranteed price and a certain return may be more attractive than the 
speculative risks of a free market." 


Although what Lloyd says is true, it does not necessarily follow 
that farmers would be satisfied after the initial year or that manu- 
facturers would be willing to codperate on this basis for any ex- 
tended period of time. This is especially true if the demand is so 
much larger than the supply at the particular price that it might 
make producers feel that higher prices could be easily obtained. 

Another factor which is of considerable importance in connec- 
tion with a maximum price that is fixed too low is the develop- 
ment of various forms of evasion with the consequent disintegrat- 
ing effect on the moral fabric of the nation and the growth of a 
spirit of evasion and sanction for evasion of other laws. That 
evasion will take place accompanied by hoarding has been amply 
illustrated in the past experience of maximum price fixing. The 
experience of the Emperor Julian and in the maximum price fixing 
experiment during the French Revolution’ are two outstanding 
illustrations in this connection. The methods of evasion which 
were found in Germany during the War in connection with the 
maximum prices for meat are also of interest. They include:' 


1. Weight manipulation 

2. The addition of bones 

3. Presents by stock dealers to the children of farmers 
4. Incidental fees 





1 E. M. H. Lloyd, Experiments in State Control at the War Office and the Ministry of Food, 
(Clarendon Press, Oxford, 1924), p. 289. 

12 “One of the results of the maximum prices in France was the growth of contraband trade 
which reached enormous proportions.’’ Simon Litman, Prices and Price Control in Great Britain 
During the War, (Oxford University Press, New York, 1920), p. 9. 

18 Mary Stocks, ‘“The Meat Problem in Germany,"” Economic Journal, (June 1916), quoted 
by Clark, op. cét., p. 16. 
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Among the other methods of evasion which may accompany the 
fixing of maximum prices too low are: the consumer may offer to 
buy the commodity at a higher price privately or he may offer 
to purchase another commodity simultaneously and overpay on 
the second commodity. 


In New Zealand during the war, the farmer evaded the maximum price by selling the 
wheat at the legal price but charging extra for the sacks." 


Clark has summed up the effects of maximum price fixing in the 
following terse paragraph: 


The maximum price fails to check waste and unnecessary consumption; it drives the com- 
modity from the market and discourages production; it throws out of balance the sensitive 
mechanism of the price system; it involves endless frauds with a general lowering of the 
morale of the community.'® 


MINIMUM PRICES 


Minimum price fixing refers to setting a price below which no 
transactions are allowed to take place. As contrasted with the 
ceiling which is erected when maximum prices are fixed, we find 
that minimum prices place a floor below which transactions are 
forbidden. One purpose of fixing minimum prices is to aid the 
producer or to stimulate production, as contrasted with maximum 
prices which are fixed for the benefit of the consumer, commercial 
or ultimate. The minimum price may be specific or vague. A 
specific price is one that is definitely stated as the minimum, while 
the vague price can be illustrated by the frequently used prohibi- 
tion against sales below cost found in many codes under the N.R.A. 

The history of price fixing is not so replete with cases of mini- 
mum price fixing as it is with maximum price fixing. The reason 
for this is not far to seek. The consumer represents the largest 
single class in society. Everybody is a consumer of foods and it is 
in this type of commodity in which the majority of controls appear 
to have taken place. On the other hand, although almost every- 
one is a producer in one sense or another, producers of particular 
commodities are relatively few as compared with consumers. This 


14 *‘Government Regulation of Prices,’’ The Round Table, Vol. VI, (1915-1916), p. 382. 
16 Clark, op. cét., p. 25. 
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does not imply that the consumer always makes himself heard. 
In fact, we know that the opposite is only too often the case since 
consumers are an unorganized mass of individuals. 

During the World War, practically all of the price fixing was 
concerned with the setting of maximum prices. The only major 
commodities for which minimum prices were fixed during the War 
were wheat and hogs. The situation was similar in Great Britain 
during the War.'* The greatest experiment in minimum price 
fixing that has ever been undertaken was that of the N.R.A.  Prac- 
tically all of the codes had minimum price provisions either under 
that name or in the form of prohibitions of sales below cost. The 
breakdown of the minimum price in the service industries and in 
the lumber industry are two examples of failure in that great 
experiment. The recent collapse of the French experiment at 
fixing minimum prices for wheat brought to an end another out- 
standing attempt to fix minimum prices. Among the current 
experiments that can be listed are: hogs in the Netherlands; wheat 
in Spain and in Czechoslovakia; rice in Italy and Spain; cereals 
in Sweden; and grapes and wine made out of grapes in the Union 
of South Africa. 

As in the case of maximum prices, the minimum price can be set 
at one of three levels as compared with the price that would pre- 
vail under free competitive conditions: it could be too high, it 
could be too low, or it could equal it. Similar to the situation in 
maximum prices, the third possibility can be ruled out (see p. 192). 
If the price were fixed lower than that which would prevail under 
competitive conditions, no ill effects would follow. The mini- 
mum price would be of little significance and the price would tend 
to fluctuate near the level that would prevail under competitive 
conditions. Where cost is a factor, the competitive price cannot 
long remain much lower than that which is necessary to cover the 
costs of the major part of the production.'’ Since it may be im- 
possible to supply the quantity demanded at the relatively low 
minimum price set, it is evident that the price will tend to be 


16 Litman, op. cit., p. 156. 
17 This statement should not be interpreted to mean that the writer holds a cost theory 
of value but it is rather a statement of the situation which is the usual one in the marketplace. 
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higher, and as suggested above, will remain near its normal com- 
petitive level. As an example, wheat in England during the War 
rose above the guaranteed minimum price.'* While it is true that 
some producers can shade the market under these conditions, it is 
unlikely that they will do so because of the impossibility of filling 
all the demands at the lower price. 

This leaves only one case which is of any importance, and that 
is the situation where the minimum price may be fixed too high 
as compared with the price that would rule under the ordinary 
conditions of the market. The fixing of the price at a relatively 
high level should theoretically cause a decline in the demand and 
an increase in the supply. That demand should remain Jow or 
decline when a price is arbitrarily fixed at an artificially high level 
is easily understood if we can assume that people in general tend 
to act in a rational manner. The law of substitution and equi- 
marginal satisfaction becomes operative under these conditions. 
The consumer will prefer to purchase a substitute product when 
the price of the artificially controlled product tends to be relatively 
too high. The change, for heating purposes, from fuel oil to 
anthracite coal in the summer of 1934 by several large office build- 
ings in New York City, was definitely attributed to the high 
minimum price for petroleum and its products under the petroleum 
code of the N.R.A. Another illustration of a decrease in demand 
under these conditions was found in the recent French wheat 
experiment referred to above. The London Economist stated that 
the consumption of wheat had declined in France as a result of the 
artificially high price.1® Since accurate figures are not available 
on the consumption of wheat in France, it is impossible to check 
this assertion, but there is little ground for questioning its accuracy 
in light of the tendency of rational people to attempt to get the 
most for their money. In order to prevent this shift in demand, 
it often becomes necessary to fix the prices on substitute products 
as was done in the butter experiment in the Netherlands.2° An- 
other difficulty that may arise if the minimum price on the com- 


18 Lloyd, op. cét., p. 337- 

19 London Economist, (June 9, 1934), Vol. 118, p. 252. 

20 **World Trade Barriers in Relation to American Agriculture,"’ Senate Document No. 70, 
73rd Congress, rst session (U. S. Government Printing Office, Washington, 1933), p. 444. 
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modity is out of line with that on other commodities, is that the 
demand may shift entirely to these other commodities. In order 
to make the minimum price effective under these conditions and 
not have it accompanied by a large loss in demand, it would 
become necessary to fix the prices of all competing and substitute 
products. The difficulties that would arise if this were done are 
a serious problem in fixing minimum prices. 

That a price fixed at a relatively high level will stimulate an 
increase in the physical quantity supplied to the market is obvious. 
Everyone is guaranteed a profit on what he produces and therefore 
some of the ordinary risks of business are averted. Under these 
circumstances, every producer, who is able ta do so profitably, 
will increase his production (unless a system of production control 
is adopted). This statement requires little proof. When a price 
is fixed under competitive conditions, it tends to be lower than it 
would be under the conditions set down in this case. By fixing 
the price higher than the competitive level, the door is opened to 
the higher cost producers to increase their production since they 
can do so profitably. Production may also be diverted from other 
products because of the greater profit obtained in the price fixed 
commodity and thus may cause maladjustments to arise in those 
other commodities due to the withdrawal of capital and labor. 
During the War, the minimum price of wheat was set with the ex- 
press purpose of increasing production.*!_ The increase in wheat 
production in France during 1933-34 is another illustration of 
the tendency for the quantity supplied to be increased. 

The setting of minimum prices at an inordinately high level 
thus results in a condition in which the demand tends to decrease 
and the supply to increase. This leads to an accumulation of 
inventories which must be financed and for which storage space 
must be arranged. As the load continues to accumulate, the 
pressure on the holder of the goods to sell through one means or 
another, results in widespread evasions of the law either directly 
or indirectly. In the French wheat experiment, these evasions 
took the form of bootlegging; the sale of wheat at the minimum 
price coupled with the right to buy parcels of other grains at below 


21 Paul W. Garrett, ‘‘Government Control Over Prices,"’ War Industries Board Price Bulletin 
No. 3, (U. S. Government Printing Office, Washington, 1920), p. 9. 
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market quotations; and rebates of commissions and transport 
charges.?* In connection with the lumber code under the N.R.A. 
hearings held by the Code Authorities on December 11, 1934, indi- 
cated that the West Coast division of the industry was openly 
violating the minimum price provisions.** Lyle S. Vincent, the 
former Price Control Director of the West Coast Administration of 
the Code, went so far as to estimate that “‘less than 15 per cent 
of the lumber shipped in recent months had been sold at code prices 
and that within the preceding sixty days not more than 5 per cent 
of the sales had been at code prices.’’ A similar evasion was found 
in Spain in connection with the minimum price fixed for wheat.* 
Conditions such as those outlined above can lead to only one thing 
and that is the breakdown of the entire price fixing mechanism and 
a state of chaos within the industry. 


SPECIFIC PRICE FIXING 


By a specific fixed price is meant a price at which all transactions 
must take place. It is a combination of minimum and maximum 
price fixing. Perhaps the best illustration of a specific fixed price 
was that paid by the government for gold. In the United States, 
the government paid $20.67 an ounce for gold until early in 1933 
when this price was suspended. The potential free play of prices 
within certain limits, such as is found when minimum, maximum, 
or a range of prices are fixed, is absent under this situation. 

This particular method of price fixing can take one of two forms; 
—it can be a static fixed price, as in the case of wheat and rye in 
Estonia and Latvia, gold as mentioned above, and camphor in 
Japan*®; or it can be a gradually changing fixed price with the 
schedule of prices prepared in advance and rigidly adhered to, as 
in the case of Chilean nitrates, and wheat and rye in Sweden. 
Usually the changing schedule of prices is prepared in order to 
take care of the seasonal factors which affect the commodity. 


22 Economist, (August 12, 1933), Vol. 117, p. 322. 

23 New York Journal of Commerce, (December 12, 1934), pp. 1 and 19. 

24In Senate Document No. 70, Joc. cét., it was stated, that, ‘‘farmers who had to meet 
pressing financial obligations in many cases secretly agreed with buyers upon prices below the 
official range’’ (p. 482). 

25 Crude Camphor and Camphor Oil Monopoly Law of 1903, Article III. 
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Thus in connection with Sweden's fixing of a schedule of prices 
for wheat and rye, the purpose has been stated as follows: 


Fixed prices are graduated upward in order to encourage the farmer to withhold his grain 
off the market and thus prevent the usual dumping of the grain on the millers during the 
harvesting months.” 


During the World War, specific price fixing “‘was ordinarily 
resorted to in the cases of purchases by the departments of the 
United States government. These included a considerable part of 
those commodities which may be classed as munitions of war, such 
as nickel, quicksilver, and castor beans.’’?’ 

In England during the War, Lloyd points out that agricultural 
prices in all the more important cases were “‘guaranteed prices’’ 
or what the present writer has chosen to call specific prices.2* As 
in the cases of minimum and maximum price fixing, the specific 
prices can be set at one of three levels as compared with the price 
that might prevail under competitive conditions; it could be too 
high; it could be too low; or it could be equal to the competitive 
price. Under the first case, namely, that the price is set too high 
relative to what it would have been under competitive conditions, 
the results will be similar to those discussed under minimum price 
fixing when the price is set at too high a level. Under these con- 
ditions, the use of substitutes becomes a strong possibility as was 
illustrated by the development and the use of synthetic camphor 
as a result of the high price fixed for natural camphor. 

If the price is fixed too low relative to that warranted under 
competitive conditions, widespread evasion may take place. 


Professor Warren who studied price fixing of grain and grain products maintained that 
such regulations were ineffective in many cases and that by combination sales and by mixing 
with other foods a price higher than that fixed was often charged.?® 


In Austria-Hungary during the War, even though price fixing was 
accompanied by a system of rationing, Rasin reports: 


The price fixed by the government was low, and the producers were either in arrears with 
their deliveries or entirely withheld them. Abuses in rationing appeared and also a general 





26 Senate Document No. 70, p. 493- 
27 Haney, op. cit., p. 20. 
28 Lloyd, op. cét., p. 336. 
29 Haney, op. cét., p. 64. 
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endeavor to procure food and clothing by underhand means and payment of high prices on the 
sly. All these circumstances combined to tempt the producer to sell nothing to the govern- 
ment at their low prices, but to the individual at a high one. In the case of all things con- 
trolled by the government, there came to be two prices, the official and the secret, the latter 
being three to five times the former.*° 


If the price is fixed at the market level without any provision 
being made for frequent changes, a situation will soon arise in 
which the fixed price will be different from that which would have 
existed under competitive conditions. Thus either the first or the 
second case listed above will prevail with the results already 
discussed. 

The fixing of a rigid fixed price holds more dangers and is harder 
to achieve successfully than either minimum or maximum price 
fixing unless it is accompanied by a rigid control of production 
as was the situation with Chilean nitrates. But even with a rigid 
control of production, the scheme may fail due to the development 
of substitute products as in the case of synthetic nitrates and arti- 
ficial camphor. 


THE FIXED PRICE RANGE 


The fixed range of prices refers to a situation where a maximum 
and minimum price of a commodity are both fixed. Under this 
condition the movement of prices is limited to a predetermined 
range. This method of price fixing provides both a floor and a 
ceiling for prices. It is in contrast with maximum or minimum 
price fixing which limit the movement of prices in one direction 
and specific price fixing which allows no movement in prices at all. 
As regards the rigidity of the method, it appears to be half way 
between specific price fixing and the setting of maximum or mini- 
mum prices. 

There have been only a few cases in which both maximum and 
minimum prices were fixed, and all of those which the writer has 
been able to find have been undertaken in the last twenty years. 
From 1922 to 1923, the price of wheat in Switzerland was fixed on 
the basis of the average import price plus a predetermined amount. 
But the result of this calculation had to be within a fixed maximum 


30 Alois Rasin, Financial Policy of Czechoslovakia during the first year of Its History, (Clarendon 
Press, Oxford, 1923), p. 14. 
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and minimum which was also provided for in the plan.*! In 
Argentina during 1923, the official bulletin No. S 888, authorized 
the fixing of minimum and maximum prices for meat. However, 
in this case the minimum was to be applied to the purchase price 
of beef and cattle intended for export and the maximum price for 
domestic consumption.** The intention appears to have been to 
protect the producers against the sales at unwarrantedly low prices 
abroad, but at the same time to give some protection to the con- 
sumer against an inordinately high price at home. 

Sugar in Brazil at the present time is another case in which this 
method is being used. The mechanism used to enforce the range 
of prices in Brazil is of some interest. When prices fall below the 
predetermined minimum, sugar is to be exported and in this way 
reduce the domestic supply. This tends to prevent additional 
pressure on the domestic price. When prices rise above the maxi- 
mum, domestic stocks are to be sold and, if necessary, the tariff 
can be lowered so that foreign supplies can come into the country 
and bear down on price. Since Brazil exports a small amount of 
sugar each year, a difficulty might arise in maintaining the mini- 
mum price if world prices were very low and domestic consumption 
declined. Under these conditions, if production were maintained, 
an increase in exports would be necessitated. However, since 
world prices are very low in the assumed case, it would be neces- 
sary to supplement the mechanism already set up by the use of a 
bounty on exports to sugar producers. If this were done, they 
would not be inclined to dump their large stocks of sugar on the 
domestic market in order to obtain a more favorable price.** 

Milk in Hungary and rice in Japan are two other illustrations 
of this method of price fixing. In connection with the milk con- 
trol in Hungary, the Ministry of Agriculture fixed the lowest price 
possible to producers of milk and the maximum retail price to 
be charged to consumers thus providing protection for both con- 
sumers and producers. *4 

In connection with Argentina’s experiment in fixing the prices 

31 Lacy, op. cét., p. 113. 

% Ibid., p. 42. 

33 An account of the early history of this experiment is given in Senate Document No. 70, 


loc. cit., p. 316. 
% Tbid., p. 405. 

















DIRECT PRICE FIXING 203 


of meat and that of Hungary in fixing milk prices, it must be 
remembered that these two cases are not strictly analagous to the 
fixed range of prices that exists in the other controls. However, 
they have been included in order to indicate that a fixed maximum 
and fixed minimum can be set up on a commodity in various ways. 

There are several different cases to be considered when this 
method of price fixing is used. As compared with the price range 
that might occur under competitive conditions, over a period of 
time, the following cases are possible: 


1. The maximum may be too low and the minimum too high 
2. The maximum may be too high and the minimum too low 
3. The maximum and the minimum may both be set too low, or 
4. The maximum and the minimum may both be fixed too high 


The difficulties that would ensue in each of these cases have been 
considered in connection with the analyses of minimum or maxi- 
mum price fixing. The case which would furnish the most difficul- 
ties would be the first, in which the maximum is set too low and 
the minimum is set too high. Under these conditions, movements 
in price would mean difficulties both on the advances and declines. 
Thus, this case would be twice as difficult to enforce as that of 
either minimum or maximum price fixing and the authorities would 
have to be constantly on the alert to prevent the evasions which 
are likely to occur under these conditions. 

The second case, namely, the maximum set too high and the 
minimum set too low, obviously will cause no maladjustments 
since the fixed prices are outside of the competitive range. Case 
three will lead to the same difficulties which are outlined in con- 
nection with maximum price fixing when the price was fixed at a 
level which was relatively low. Case four is parallel to that dis- 
cussed under minimum price fixing, when the minimum price was 
fixed at a higher level than that warranted under competitive 
conditions. 

In order to make sure that the fixed range of prices approximated 
the level that was warranted because of changing price levels, 
changes in the level of competitive prices, shifts in demand, etc., 
it would be necessary to change the range of prices from time 
to time. Here a host of questions arises. How frequently shall 
the changes be made? What shall be the criteria for these changes? 
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If it is to be a change in the general level of prices, how much of 
a change must take place before action is taken in connection with 
the controlled product? How shall changes which are only tem- 
porary in character be treated in reference to the advisability of 
revising the fixed price schedule? How much time shall elapse 
between the changes in the general price level or in that of a com- 
peting or substitute product and the revisions in the fixed price 
range? The mere listing of these questions indicates the difficul- 
ties that lie in the way of successfully regulating prices by the use 
of a predetermined minimum and maximum price. 


FIXED PRICE RELATIONSHIP 


By a fixed price relationship is meant fixing prices of one com- 
modity in a fixed ratio to another commodity. This method of 
price fixing can take two forms: 

1. The basic price can be a fixed price. 

2. The basic price can be a competitive and hence a fluctuating 

price. 
The effect of the fixity of the base, on the price that is being fixed 
has been adequately summed up by Dr. Haney as follows: 


When the cost to a dealer of a commodity is definitely fixed and the dealer's margin is 
definitely limited to a certain amount per unit of product, the resulting price may be said to 
be fixed with a considerable degree of precision; but when the base price is not definite, or 
when the amount of the margin is expressed in terms of a percent on investment, sales price, 
or cost, the resulting price cannot be said to be precisely fixed. 


Thus, this method of fixing prices will not have the same definite- 
ness in regard to limitations on price fluctuations as was found in 
the other four types of direct price fixing unless, as has been indi- 
cated in the above quotation, the base price is definitely fixed. If 
this latter situation develops, then the tendency will be for the 
price to be as rigid as that found under specific price fixing. 
Setting prices in terms of fixed relationships has a basic fallacy. 
It assumes unchanging relationships between the value of com- 
modities; that two commodities will continue to have the same 
relationship in the future as they have had in the past. Julius H. 
Barnes, in an address in San Francisco, gave the following per- 


5% Haney, op. cét., p. 22. 
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tinent examples illustrating the fallacy inherent in the idea of 
trying to fix two commodities in relationship to each other. 


Suppose for instance that some other official mind today should brilliantly conceive that 
automobile tires should bear the same relation to pre-war prices that the general price average 
today bears, then 15,000,000 consumers using 50,000,000 automobile tires annually would be 
paying more today for their tire bill by at least 300,000,000 additional dollars. 

* * * om 


The standard farm binder of 1880, cost then the equivalent of 375 bushels of wheat or 875 
bushels of corn, but it can be bought today for less than 200 bushels of wheat or less than 400 
bushels of corn. The dairy farm today can buy an improved cream separator for 45 pounds 
less butter than in 1913.%6 


These illustrations taken from actual price data indicate that had 
we been satisfied with fixed price relationships in these cases, the 
tremendous advance in science and technical efficiency might not 
have been reflected in the lower prices which these developments 
warranted. 

A case of this type of price fixing in which the base price is not 
fixed is found in the current butter experiment in the Netherlands. 
In this case there is a fixed price relationship between butter and 
margarine. The purpose of maintaining a constant relation be- 
tween the two prices was ““To reduce the risk of a change in demand 
from butter to margarine in the event of a rise in the price of but- 
ter.’"37 Thus this type of price fixing may be used to insure a 
more satisfactory control by limiting the possibility of a decrease 
in demand because of a shift to a substitute product. 

The best illustration of the type in which the base price is also 
fixed is found in connection with the margins fixed for many com- 
modities during the World War. This margin was either a fixed 
amount or a percentage increase over the base price. Margins 
were fixed for both wholesalers and retailers. An illustration of a 
wholesale margin was wheat flour, for which the margin was 
fixed between fifty and seventy-five cents a barrel, and rice for 
which the margin was fixed at a maximum increase of ten to twelve 
per cent.*® Bulk sugar with a fixed margin of 13 cents per pound 


36 Julius H. Barnes, ‘‘Government Price Fixing, Ancient and Modern,"’ An Address before 
the Los Angeles Chamber of Commerce, (February 4, 1924), pp. 13-14. 

37 Senate Document No. 70, loc. cit., Pp. 444. 

88 Garrett, op. cit., Pp. §3- 
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and corn syrup in tins with a margin of twenty to twenty-five per 
cent were two illustrations of the fixing of retailers’ margins.** 

In connection with setting up margins, differences in costs, effi- 
ciency, integration, etc., are overlooked, thus unequal situations 
are treated as being equal. Both the efficient and inefficient 
producers are viewed as being entitled to the same profit. In 
addition, when a margin is determined on the basis of a fixed per- 
centage ratio of expenses, it is evident that inefficiency is put at 
a premium since the person with the highest expenses will get the 
largest amount of profits. 

The fixed margin is usually set as the maximum increase that is 
to be allowed, and thus, the final price may not be rigidly fixed at 
the base price plus the margin. As a matter of fact, under these 
circumstances we have the same type of case that has already been 
analyzed under maximum prices. If the margin is greater than 
would have existed under competitive conditions, it would become 
a meaningless figure. However, if it is less than the margin 
available under normal competitive conditions, it will lead to the 
same abuses discussed under the case of a maximum price that is 
fixed too low. 

The use of the method of fixed price relationships is based upon 
the assumption of unchanging conditions or equal efficiency in 
production. Since these conditions do not exist in modern society, 
attempts at fixing prices in this manner must prove abortive. 


CONCLUSION 


The methods of price fixing can be divided into two broad 
classifications: direct and indirect. Until the World War, most 
of the price fixing experiments were carried out through the me- 
dium of direct methods. Since that time, however, indirect price 
fixing has been more important. There are five ways in which 
prices can be fixed directly: 

. Minimum price 

. Maximum price 

. Specific price 

. Fixed range of prices 

. A fixed price relationship either based on another fixed price or a fluctuating price 


“wp wpPp 





3° Ibid., p. 55- 
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As regards the rigidity of the price fixing mechanism used, the 
specific price and the fixed price relationship based upon an exact 
price are the most rigid. The fixed price range allows a slightly 
larger movement to prices, the maximum and the minimum prices 
ate restrictions in only one direction, up and down respectively, 
while the fixed price relationship in the case where the base price 
is a competitive price is the least rigid of the group. 

The fixing of prices by any of the above mentioned methods 
usually leads to maladjustments in supply and demand. If the 
maximum price is fixed too low, there is a tendency for production 
to be retarded or to fail to be stimulated and for demand to be 
increased or fail to decline. Accompanying these affects on supply 
and demand is the tendency towards evasion and fraud, practiced 
by both producers and consumers. The consumers tend to initiate 
these evasions because of their willingness to pay higher prices in 
order to secure the commodity. These evasions tend to breed a dis- 
regard for law and order and to encourage the breakdown of the 
moral fabric of the people. Hoarding on the part of the producers, 
a general state of scarcity at the fixed price, dissatisfaction on the 
part of the consumers, increasing agitation to ma ke the laws more 
effective, outcries against the rich, accusations of profiteering, etc., 
ate features of this general situation. 

If the price is fixed too high, there is a tendency for the quantity 
supplied to be increased, as the higher cost producers can begin to 
produce at a profit, and for demand to be curtailed. In connection 
with the latter development, the use of substitute products is 
encouraged with the consequent undermining of the fixed price. 
Evasions become the order of the day and a disregard for law and 
order begins to develop. In this case, it is the producers who tend 
to take the initiative in evading the high fixed price in order to 
dispose of the stocks which accumulated. Living from ‘‘hand to 
mouth’’ by consumers in anticipation of lower prices, a general 
state of over-supply at the fixed price, dissatisfaction on the part 
of the low cost producers who can afford to sell at a lower price 
but who are estopped because of the law, increased evasions 
through various subterfuges, dissatisfaction on the part of the low 
income groups who object to paying high prices in the midst of 
obvious oversupply at the fixed price, etc., are feacures of this 
situation. 
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Toward Social Security. By Eveline M. Burns. New York: 
Whittlesey House, 1936. Pp. xiii, 269. $2.00. 

Social Security in the United States. By Paul H. Douglas. New 
York: Whittlesey House, 1936. Pp. xi, 384. $3.00. 

Security Against Sickness. By 1. S. Falk. Garden City, N. Y.: 
Doubleday, Doran & Company, 1936. Pp. 423. $4.00. 
Social security—is it now assured, or still an elusive mirage? 

Does the Social Security Act of 1935 offer a mechanism for the pro- 

vision of general economic security? These questions are timely; 

the analyses offered by these three volumes represent as timely 
answers. 

Toward Social Security is the sprightly answer to these questions 
Eveline Burns, Columbia University economist, offers. Her reply 
commences with a well-balanced, realistic analysis of the current 
major causes of insecurity—old age, unemployment, sickness, and 
death or desertion of the breadwinner. It is also an appraisal of 
the methods by which the Social Security Act seeks to combat 
these forms of insecurity, and an estimate of the degree of security 
the machinery it creates will provide. On the whole, her work 
is a marvel of clarity, and is studded with evidences of the lively 
personality and keen intelligence of its author. 

In successive chapters, Mrs. Burns describes the provisions of 
this Act for old-age assistance, old-age annuities, unemployment 
compensation, and aid for widows and orphans. She pictures the 
methods by which these provisions will be administered. Per- 
tinently enough, she considers the question, ‘‘Who will pay the 
bill?’’ She reviews this Act in the light of traditional American 
beliefs in individualism and states’ rights. Finally, a description 
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of the parts of the federal and state governments in providing 
economic security leads to the question of constitutionality, upon 
which Mrs. Burns risks no judgment as to the court’s eventual 
opinion. 

In comparison, what Paul Douglas’ volume lacks in simplicity 
and verve, it makes up for in substance. Douglas depicts the con- 
ception of this Act by a Rooseveltian Committee on Economic 
Security in 1935. He summarizes the basic problems of employ- 
ment and dependency that this Committee weighed, the counter 
programs of reform proposed by the left and the right, and the 
legislative jockeying which eventually gave birth to the Act 
after little discussion and debate. The joint federal-state pro- 
vision of unemployment compensation enables each state to enact 
legislation adapted to its particular conditions. Yet adequate 
protection for workers requires, in Douglas’ opinion, greater uni- 
formity among state laws than will result. Moreover, the dual 
responsibility of the federal and state governments is fraught with 
uncertainty. He pictures also the two devices by which the Social 
Security Act attempts to meet the economic problems of old age. 
He sets forth the differences between the mandatory - federal 
program of old age benefits or annuities, financed by taxes on em- 
ployers and employees, and the provisions of old age assistance 
to the needy aged. This author does not minimize the magnitude 
of the problem of administering this Act. The handling of annuity 
records for twenty-six million individuals is a gigantic task. The 
accumulation of huge reserve funds bodes ill for the country’s 
financial and credit structure. 

For anyone who desires a clear understanding of this Act, either 
of these books is unqualifiedly recommended. Both volumes set 
forth in simple, every day language the reasons for, the nature of 
and the underlying economic reasoning of this much discussed 
legislation. They describe, too, the problems ahead—the prob- 
able response of the states to the stimulus this Act offers for the 
greater provision for social security, the Supreme Court’s verdict, 
and prospective changes and amendments. The picture is com- 
plete. It is, too, a fair and objective picture. Both authors 
believe in social insurance. Yet each, while intensely sympa- 
thetic with aims of the drafters of this measure, is intensely honest 
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in evaluating it. Each squarely concludes that though the Social 
Security Act is a step in the right direction, it is only a humble 
beginning in meeting the ills of a complex industrial system. 

Mrs. Burns and Dr. Douglas both lament the failure of its 
drafters to include provision for health insurance; Dr. Falk con- 
siders this a devastating deficiency of the present Act. Today, he 
points out, many low-income American families go without medi- 
cal care, while others stagger along under intolerable financial 
burdens. At the same time, many physicians protest of meager 
incomes, a large proportion of all hospitals limp along sadly with 
annual deficits, and competent, trained nurses remain unemployed. 
After posing this problem, author Falk recommends the adoption 
of compulsory health insurance in the United States to enable 
wage-earning families to meet the variable and unpredictable costs 
of medical care. His recommendation follows a descriptive sur- 
vey of German, British, Danish and other European experience 
with health insurance. He urges the extension of the Social 
Security Act of 1935 to provide economic security against sickness 
by means of the same devices employed in combating old-age 
and unemployment. 

With this recommendation, many will vigorously disagree. 
Doctors leading the opposition, contend that health insurance 
would eliminate the physicians’ independence of professional ac- 
tion and invade the confidential relationship with patients. It 
would demoralize the practise of medicine, make of the typical 
physician a government employee, increase the volume of his work 
and lower his compensation. The issue between the individual 
and social provision of medical care has been bitterly debated for 
a decade. Here it is comprehensively, concisely and temperately 
stated. As this problem of providing adequate medical care for all 
is debated in the future, this volume will be referred to frequently. 

Jointly, these three volumes offer a meaty and incisive appraisal 
of the current American governmental effort. Social security, 
while perhaps somewhat more nearly a fact for many American 
wage earners, is still not fully attained. Yet a substantial and 
real start in providing individual security through social action 
is under way. A new technique, i.e., social insurance, has been 
adopted for meeting modern economic problems. A return to the 
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traditional, but outworn, American individualistic pursuit of se- 
curity—mayhap the Supreme Court to the contrary—these vol- 
umes demonstrate would be economically unwise and socially 
undesirable. 


Southern Regions of the United States. By Howard W. Odum. 
Chapel Hill: University of North Carolina Press, 1936. Pp. 
xi, 664. $4.00. 

This volume contains a report of a remarkably elaborate study 
of the fundamental factors that have influenced cultural and eco- 
nomic development in the southeastern portion of the United 
States. The book is packed full of valuable geographic data re- 
garding the distribution of natural resources, climate, crops, 
people, wealth, soil conditions, soil erosion, educational oppor- 
tunities, exports, imports, and a vast amount of economic and 
cultural statistics. There are more than 300 maps in the volume, 
and about 170 charts and tables. Most of the maps cover all of 
the United States, for the author is particularly anxious to bring 
out the idea of “‘national regions’’ as he calls them. He discrimi- 
nates clearly the Southeast from the Southwest, holding that the 
“Old South’’ no longer exists as a unit. 

The area which he treats in great detail includes at the north 
the states of Virginia and Kentucky, and at the west, Arkansas and 
Louisiana. With those as bounding states to the north and west 
he includes all of the remaining states to the southeast, and 
throughout the volume he endeavors to emphasize the unity in 
cultural and economic problems in this portion of our country. 
The United States, as a whole, is divided into six so-called 
“national regions’’ and, in common with some others in this 
country, he urges that these regions serve as the basis for a national 
planning program. The groups of states which he has suggested 
as the basis of regional sub-division of the United States may be 
convenient for certain purposes, but unfortunately the political 
boundary lines do not correspond to the true geographic regions 
in our country. The fundamental natural conditions which de- 
termine, in large measure, the occupations of the people, their 
economic prosperity and, in the long run, their cultural develop- 
ment, differ widely in most of these states. Political divisions are 
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convenient when we are gathering or presenting statistical data, 
for the Census Bureau, and most other statistical bureaus, present 
their facts on the basis of states, counties, or townships. How- 
ever, as a basis for scientific study the boundaries of the natural 
geographic regions of our country are far more significant than 
political boundary lines. 

The volume is invaluable as a source of information and a demon- 
stration of the importance of geographic studies in laying a founda- 
tion for any program of planning for the future. 

Toward the close of the volume Dr. Odum discusses at consider- 
able length the problems associated with regional planning, ad- 
mitting that the people of this country are not ready for the 
regimentation which might come from such planning if carried 
out by any political party. From a report of the Southern Re- 
gional Committee of the Social Science Research Council he quotes 
the following: 

We reiterate that regional science reveals clearly that certain geographic principles, in- 
volving the interrelationship of economic, social, political, and environmental factors, are 
the fundamental elements of regionalism. These, therefore, should be the basic criteria 
underlying any regional devices which may be proposed and set up for planning and planned 
development. The Committee wishes to point out that there is a growing need for emphasis 
upon the regional point of view in both research and public administration. Adequate plan- 
ning for the next period in American development must be based upon an appreciation of 


tremendous regional differences in the nation. The careful delineation of the basic regions 
of the United States becomes, therefore, an important matter. 


The studies which Dr. Odum has carried out with such remark- 
able care lead him to emphasize the dependence of the southeastern 
portion of the country upon federal or philanthropic aid in order 
to advance and solve its cultural and economic problems. He 
emphasizes over and over again the inadequacy of the natural 
resources in that portion of the country to provide for an economic 
development equal to that which has come in certain other por- 
tions of the national domain. 

He outlines an elaborate plan for educational development and 
an excellent program of research, which he points out is essential 
to progress in regional planning. 

At the close of the volume there is published a very large bib- 
liography of source material and a full list of maps, charts, and 
tables. 

Clark University. Watiace W. Atwoop. 
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Markets and Men: A Study of Artificial Control Schemes in Some 
Primary Industries. J. W. F. Rowe. New York: Macmillan 
Company, Cambridge: University Press, 1936. Pp. ix, 259. 
$2.00. 

If there ever was a time when blind faith in Jaissez-faire and 
wholesale condemnation of any and all artificial control schemes 
were recognized as characteristics of a good economist that time 
seems to have passed. At least it would seem so to those who read 
this excellent study of artificial control schemes. Its author, Mr. 
J. W. F. Rowe, Fellow of Pembroke College and Lecturer in Eco- 
nomics in the University of Cambridge, England, than whom 
nobody has devoted more thought to the problems of artificial 
control schemes, finds ‘‘that there is no clearcut issue between 
artificial or conscious control and so-called Jaissez-faire, because 
their relative merits and demerits depend upon the particular 
kind of control which under given circumstances is proposed as an 
alternative to Jaissez-faire, and how it will be administered in 
practice.’ 

This book is not a final summary of Mr. Rowe’s findings. It 
is meant to be nothing more than an interim report. Moreover, 
the author addresses this particular study not primarily to his 
fellow-economists but to his fellow-citizens. Mr. Rowe wants to 
reach the man on the street, the taxpayer, the voter, the consumer, 
who ought to understand the driving forces behind, and the basic 
principles governing, the irresistible trend toward artificial con- 
trol schemes. Several chapters of the book are substantially 
reproductions of radio addresses delivered over the British broad- 
casting system. 

Mr. Rowe has been a close observer and careful student of arti- 
ficial control schemes for almost a decade. During the critical 
years of 1929-1931 as a Fellow of the Rockefeller Foundation the 
author traveled in the United States, Cuba, Hawaii, British Malay, 
Java, and Brazil. This practical experience in an admirable fash- 
ion supplemented and implemented Mr. Rowe’s excellent theoreti- 
cal training. He himself assures us that an impartial attitude 
toward artificial control schemes can hardly be maintained in the 
financial and mercantile atmosphere of London. It thrives on 
soil fertilized with observations made on five continents. 

Some fundamental theoretical principles which developed out of 
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the practical observations made by Mr. Rowe were published in a 
significant article in the September, 1930, number of The Economic 
Journal. Valuable monographs dealing in great detail with the 
price control and valorization schemes in sugar, rubber, and coffee 
were published some years ago by the London and Cambridge Eco- 
nomic Service and circulated by the Royal Economic Society to its 
members. 

The book under review represents an admirable example of that 
judicious intertwining of common sense, practical knowledge, de- 
tailed observation of facts and thorough understanding of theoreti- 
cal principles which, through their interrelation into an organic 
whole, gives meaning and significance to each of these constituent 
elements. Of the eleven chapters which make up the book, six, 
namely, chapters two to seven, deal with artificial control schemes 
in specific commodities as follows: coffee, wheat (written with the 
assistance of Mr. R. B. Bryce), sugar, cotton (in large part based 
on radio talks given by Mr. J. Jewkes of the University of 
Manchester), rubber, and tin. The remaining five chapters are 
general and in part theoretical in character. 

In the introductory chapter Mr. Rowe traces the origin and 
growth of control schemes to basic evolutionary trends such as 
rapid technological advance and the spread of overhead economy. 
These trends were clearly visible long before the outbreak of the 
World War. The belief, therefore, that artificial control schemes 
are essentially a product of the World War is erroneous. That the 
World War hastened the coming of control schemes is freely ad- 
mitted. In Mr. Rowe's opinion price control schemes in the pri- 
mary industries, both agricultural and mineral, are inevitable 
repercussions of the artificial control schemes in corporate, es- 
pecially cartelized industry. Using Gardiner C. Means’ phrase, 
one could say that administered price in the field of manufacturing 
preceded and rendered more or less inevitable controlled price of 
raw materials. 

The author sharply differentiates between restriction schemes 
and valorization schemes. The latter are measures looking to 
orderly marketing of a given output rather than to a curtailment 
of that output. Valorization schemes are declared to be funda- 
mentally sound, at least in theory, though the danger of abuse is 
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clearly recognized. In the case of restriction schemes no such 
general verdict can be handed down. Their soundness depends 
largely upon circumstances. Sharp distinctions must be made 
between restriction schemes in times of prosperity and in times of 
depression. Moreover, the distinction between temporary and 
permanent shrinkage of demand is of vital importance. The 
author's tentative conclusions on this subject are summarized on 
pages 195-196 as follows: 

““Cz) Restriction is unsound as a means of meeting a permanent 
decline in demand, and is more than likely to intensify the difficul- 
ties of the inevitable readjustment of resources. 

‘“(2) Restriction is sound as a means of meeting a temporary 
decline in the demand provided that no substantial proportion of 
the productive capacity is in an advanced stage of obsolescence, 
this proviso being of special importance if there was any tendency 
towards excess capacity before the demand declines. 

‘“G@) Restriction is unsound as a remedy for troubles arising from 
excess capacity, unless the productive technique, in the widest 
sense of that term, is virtually stationary: it merely postpones the 
necessary readjustments, and is therefore almost certain to make 
matters worse.” 

The author's findings in specific control schemes are of major 
interest to the student of economic history, though perhaps of 
only secondary importance to the student of economic theory. 
For, the actual results of each control scheme are materially 
affected by personal, institutional, political, and other non- 
economic forces which render conclusions of a theoretical nature 
rather problematical. The title Markets and Men is suggestive of 
the importance of the human element in the equation of price 
control. 

It is to be hoped that, as the author goes on to develop his ideas 
on artificial control schemes in the primary industries, he may 
find occasion to give fuller consideration to the distinction be- 
tween annuals and perennials, possibly along lines suggested in 
Chapter 21 of the reviewer's book on World Resources and Industries. 
Rubber and coffee are perennials, wheat and cotton annuals; sugar 
behaves like an annual in some regions, like a perennial in others. 
This fundamental difference between commodity types materially 








216 BOOK REVIEWS 


affects the issues involved in, and the methods applied to, their 
control. While Mr. Rowe is fully aware of this distinction, he 
could, in the reviewer's opinion, materially strengthen his po- 
sition by more fully developing this phase of the question. 

What appears to the reviewer to be of vital significance is the 
almost invariable conclusion reached by Mr. Rowe to the effect 
that economic policy has to be adjusted to non-economic considera- 
tions. Again and again we read that non-interference in produc- 
tion and price processes, no matter how well justified it may have 
appeared on purely economic grounds, could only have led to a 
complete collapse of all social and economic life and would thus 
have rendered illusory whatever advantage might have been de- 
rived from the compliance with sound economic principles. This 
recognition of the fundamental fact that in the realm of policy 
economics is not autonomous but merely a contributory factor is 
the most valuable lesson taught by this book. 

University of North Carolina. Ericu W. ZIMMERMANN. 


What Veblen Taught. By Wesley C. Mitchell. New York: 

Viking Press, 1936. Pp. xlix, 503. $3.00. 

Professor Mitchell has rendered a highly valuable service to 
economists and students of social questions by bringing together in 
one volume the more significant ideas of Thorstein Veblen. In 
addition, he has contributed a charming introduction which is 
quite as revealing as anything that has been written about 
Veblen’s own writings and “‘preconceptions.’’ There are selec- 
tions from most of the dozen or so volumes which Veblen left to 
posterity, including, The Theory of the Leisure Class, The Theory of 
Business Enterprise, The Instinct of Workmanship and the State of the 
Industrial Arts, and The Place of Science in Modern Civilization and 
other Essays. Better selections could hardly have been found in a 
volume of limited size, which is intended to make an appeal to 
students and the general public. 

Acute thinker and scholar though he was, Veblen’s works did 
not have a wide appeal for the majority of economists or students 
of social theory of his own generation. It is true, as Professor 
Mitchell indicates, that he was a man of mark and was widely 
known from the time of the publication of his first critique, 








BOOK REVIEWS 217 


“Why Is Economics Not An Evolutionary Science?’ in 1898, and 
the appearance of his first book, The Theory of the Leisure Class, in 
1899. But he had an obscurity of style that often baffled the 
reader. His analysis of existing evils, though substantially true, 
was frequently regarded as exaggerated if not indeed bizarre. 
He wrote when individualism and freedom of enterprise were 
powerful forces in the economic regime, and he suggested no order 
in place of the capitalistic system. It was the epoch making 
changes of the World War that brought Veblen to a more apprecia- 
tive world. 

If he was a full generation ahead of his time, how may his 
appearance be accounted for? One explanation, perhaps, is the 
fact that he came straight from the Norse background, and had 
the “‘initial advantage’’ of springing from a different culture. 
His parents were Norwegian immigrants. Starting with no sacred 
code of established truths, be became a detached observer of the 
prevailing social behavior in America. In addition, he possessed 
to an unusual degree the characteristics of an inquisitive and skep- 
tical mind. Thus he had an insatiable curiosity about human 
traditions and customs, and more clearly than most men of his 
day, he realized the fact that a given social pattern, however 
crystallized, is a process of evolution and must inevitably yield to 
the modifications of time. His writings are strongly disconcert- 
ing and are pungent with satire, but he insists that his task is not 
to preach, nor to praise or blame. He would merely describe and 
explain our cultural traits and processes. 

It is clear that Veblen was not greatly concerned with the theo- 
ries which were uppermost in the minds of orthodox economists. 
The latter were interested in the central questions of price deter- 
mination and in the complexities of the production and distribu- 
tion of wealth in their own period. The inventor of money alone 
let loose a Pandora's Box of problems that is still giving economists 
no end of trouble. Being essentially pragmatists in spite of them- 
selves, they have not been convinced that the study of anthro- 
pology or of the evolution of the modern scheme of institutions 
to the abandonment of ‘‘quasi-mechanical economics,’’ would 
enable them to solve the more immediate problems confronting 
them. 
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On the other hand, Veblen believed that by rigidly limiting their 
premises and the scope of their efforts, economists were in the 
nature of things foredoomed to failure. In endeavoring to make 
economics a definitive science and by eliminating its evolutionary 
aspects—its cumulative change—they would make it only a static 
and unrealistic image of true conditions. He found further fault 
with economists in their acceptance of hedonism and outmoded 
concepts of human motives and behavior. And so we gladly 
acknowledge his lasting contribution in pointing out many defects 
in the crude tools which economists have sought to use in the 
practice of their craft. How much we wish that he might have 
refined these tools, or perhaps have invented some new instru- 
ment, to aid us in attacking positively the complex problems which 
lie at hand. 

University of Virginia. Tipton R. SNAVELY. 


The Old South. By R. S. Cotterill. Glendale, Calif.: Arthur H. 

Clark Co., 1936. Pp. 354. $4.00. 

This book is so uneven as to be exasperating. It is smoothly 
written, shows considerable research and contains much other 
material drawn from monographs which will be new to many. 
On the other hand, there are inexplicable omissions and gross 
neglect of certain phases necessary for an adequate picture. While 
the work is not free from actual error, a greater fault is the number 
of sweeping generalizations which can not be accepted without 
qualification. In fact the author, a few pages away often qualifies 
a previous generalization. There are few references by which 
striking statements can be checked. 

The author attempts a synthesis of Southern history during the 
ante-bellum period. The nineteen chapters are broken into four 
parts: The Southern Background, Expansion of the South, De- 
velopment of Southern Nationalism, The Culture of the Old South, 
with a final chapter on the struggle for independence. More than 
half the space is given to the third division, which the author evi- 
dently considers his chief contribution. In general more emphasis 
is given to politics than to economic and social considerations. 

In the first division the chapter on Southern Indians is the ful- 
lest summary the reviewer has found. The chapter on Geography 
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is good (though inferior to Vance’s analysis) but that on the early 
settlers is less satisfactory. For example he waves aside all non- 
English elements—Huguenot, German and Ulster—as negligible, 
which cannot be safely done. While he emphatically does not 
accept the cavalier myth, he makes some astonishing statements. 
Speaking of immigration he says: “‘In the North the dominant 
note of the movement is that of escape . . . from a political, eco- 
nomic or religious battlefield. There is practically none of this 
in the South.’ Again, ““To a very great extent the immigration 
to the South was a promoted immigration. It was made up of 
people whose poverty had not sunk into pauperism, and who were 
quite able to keep their heads above the economic waters in Eng- 
land.’’ Speaking of the indentured servant he says, ‘Instead of 
the servant being driven to America by poverty, he was actually 
paid to come. That some one else paid his passage was not so 
much an evidence of his poverty as of his reluctance.’’ Again, 
the Southern immigrant, ‘‘was not a beaten man fleeing from an 
economic, political or religious battlefield. Because he was un- 
beaten, he was confident, tolerant, sane and individualistic.”’ 

The section on Expansion is not altogether satisfactory. The 
settlement of Kentucky and Tennessee is treated as the expansion 
of the tobacco county which is only half true. The Cotton King- 
dom is more satisfaktory though even here scant attention is paid 
to the influence of the frontier. While Turner’s thesis is not al- 
together applicable to the Lower South, much of the South is still 
frontier, or has only recently ceased to be so. 

The thesis of the third division is that the Missouri Com- 
promise was the reason for the development of the Southern sense 
of being a peculiar people, though some attention is given to 
economic factors. The chapter on Trade and Transportation is 
good, and the same may be said of the chapter on Railroad Build- 
ing, which has been one of the author's chief fields of study. 
Even here are many contradictions. However, the chief discus- 
sion of economic elements is deferred to the next division, which 
leaves the political exposition rather barren. However, the treat- 
ment of states’ rights, though almost brutally frank is essentially 
sound. 

The division on the Culture of the Old South leaves much to be 
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desired. Much of the discussion of slavery is sound, though in- 
adequate, but there are broad generalizations which can not be 
defended. The statements that the planters were wealthy, that 
the South never had enough labor, that plantations were generally 
profitable, that the planter regarded his plantation generally as a 
business enterprise and not as a home, that the planter lived a 
life of ease, etc. are examples. On one page he says that it was 
almost impossible for a poor white to rise, and on the next he says 
that the three white classes were not sharply differentiated and 
that people were constantly shifting from one class to another. 

The chapters on Education and Literature are rather flippant. 
The treatment both of academy and college is inadequate, and 
shows lack of both knowledge and understanding: That on the 
education of women absurd. The author’s judgment of literature 
seems largely personal and the measure the present. The idea 
that literature may be valuable and important as an expression of 
life is absent. In other words, measuring everything by the pres- 
ent, he holds up the deficiencies of the nation and the times as if 
they were peculiarly Southern. 

Strange to say the word religion does not appear in the index. 
There are casual references to the Baptist and Methodist churches, 
but no discussion of the important part which organized religion 
played in Southern life, and still plays for that matter. 

The bibliography is extensive, though there are some rather 
strange omissions. Wertenbaker, W. G. Brown, Parrington, and 
Weeks are not mentioned, nor is some of the more important work 
of Dodd, Phillips, Knight, Bassett, DeBow, and Bruce. Alto- 
gether we are forced to conclude that the author has failed to 
realize his opportunity. 

The College of the City of New York. HoLitanp THOMPSON. 


The Interstate Commerce Commission. Part III, Vol. B, Rate Regula- 
tion. By I. L. Sharfman. New York: Commonwealth Fund, 
1936. Pp. xiv, 833. $5.00. 

This volume, the fourth and thus far the largest to be published 
in Professor Sharfman’s study of the Interstate Commerce Commis- 
sion, maintains a high standard of scholarly thoroughness. It is 
a painstaking analysis, done in historical perspective, of the prin- 














BOOK REVIEWS 221 


ciples which the Commission, with due regard to its statutory 
authority and to judicial review, has developed to guide it in the 
regulation of railroad rates. The sources drawn upon are almost 
exclusively the investigations and decisions of the Commission 
itself as found in its published reports. 

The thoroughness with which these reports have been covered 
may be indicated by the fact that the index of cases cited covers 
46 pages. To large extent Professor Sharfman lets the Commission 
speak for itself. Quotations from its opinions, both majority and 
minority, are frequent and lengthy. The footnotes, which must 
occupy nearly half of the space in the book, are made up almost 
entirely of such quotations. The mere collection of pertinent 
paragraphs from the Commission's reports and their classification 
according to the subject matter with which they deal is a service 
for which both students and teachers will be extremely grateful. 

The first 300 pages of the book deal with the regulation of the 
general rate level. Professor Sharfman shows clearly that the 
reasonableness of the rate level in relation to carrier earnings and 
the supplying of adequate facilities was considered by the Commis- 
sion even before the enactment of the positive rate making rule 
of 1920. This section includes a life history and obituary of the 
recapture provision and a chapter on the division of rates with a 
view to cafriers’ revenue needs. 

The latter portion of the work is devoted to the reasonableness 
of particular rate adjustments. This section is introduced by an 
excellent, if traditional, exposition of the so-called economics of 
rate determination. Personal and local discriminations and inter- 
commodity adjustments are all amply covered. Finally, the gen- 
eral rate investigations of the past ten or twelve years are fully 
analyzed. 

Professor Sharfman’s work makes clear the enormous patience 
and the sympathetic appreciation of difficulties which have char- 
acterized the Commission's long effort to introduce order and 
reason into the railroad rate structure. The Commission has 
neither expected too much nor been satisfied with too little. It 
has been engaged in a task which in the nature of the case will 
never be finished, and while its experience indicates, as Professor 
Sharfman says in his closing pages, some of the difficulties which 
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we might expect to meet on a larger scale in the regulation of the 
price structure as a whole, its accomplishments in its own sphere 
are unquestionably such as to give us both pride in the past and 
confidence in the future. 

There is some repetition, perhaps unavoidable, in the text. 
Especially does the author summarize the Commission's views on 
many points and then give the Commission’s own summary from 
its published reports. From the reader’s viewpoint the para- 
graphs seem unduly long. Many of them cover as many as three 
full pages. But these are not serious defects in a work whose chief 
use will doubtless be that of serving as a definitive book of refer- 
ence. The excellent general index and list of cases will enhance 
the usefulness of the work in this respect. 

Davidson College. C. K. Brown. 


Financial Management for Highways. By MarcC. Leager. Raleigh: 
Engineering Experiment Station, North Carolina State College 
of Agriculture and Engineering of the University of North 
Carolina, 1935. Pp. 162. $1.00. 

Over 162 pages in seven chapters and three appendices, Mr. 
Leager has presented in a clear and authoritative manner the 
principles of the financial management for highways with special 
reference to the experience and practices of the state of North 
Carolina which is far in advance of other states with respect to 
the highway function. The most important part of the bulletin 
brings out the basic general principles of industrial cost accounting 
in Chapter 1 and their application to highway finance in Chapters 
2and3. Using the comparatively complete highway data avail- 
able in North Carolina, the author analyzes and explains the vari- 
ous steps involved in setting up a highway maintenance cost stand- 
ard for each of the various types of road surface taking account of 
differences in external conditions such as cuts and fills. For main- 
tenance costs, which become greater in importance as the pioneer 
construction stage passes, the task involves the total of such costs 
for the period divided by the mileage maintained during the period 
to atrive at the average cost to maintain a mile of highway for the 
length of time used. The standard sought by the author is not a 
model to be duplicated or an ideal to be ultimately attained but a 
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measure or yardstick to which current performance may be com- 
pared in measuring the efficiency of operations through examining 
the difference between the actual cost and the standard or variances 
from standard. The cost standard and actual costs should be 
expressed not only in totals but also in constituent elements of 
these totals in terms of kinds of maintenance expenditures (such 
as supervision, labor, and supplies and materials) and, more impor- 
tant as a means of control, cost of maintenance operations (such 
as patching surface, dragging, building up shoulders, and repairing 
culverts and drains). The explanation in Chapter 2 concerning 
the necessary accounting records and their operation establishes 
the practicability of the scheme. 

The advocacy of the use of cost standards in public expenditures 
is timely. Such a cost standard as Mr. Leager presents aids in the 
intelligent preparation of budgets and allocation of a fixed appro- 
priation among those responsible for supplying public services, 
in the intelligent reduction of public expenditures made necessary 
because of depressed economic conditions, and in the accurate 
ferreting out of the causes of cost variances in an effort to improve 
the efficiency of operations. In short, definiteness and reasonable 
exactness replace existing indefiniteness and vagueness in thought 
pertaining to public expenditures which determine the tax burden 
and to public expenditure processes and their supervision which 
determine public benefit. The rising tax burdens and declining 
confidence of many in governmental activity demands serious con- 
sideration of the use of standards to eliminate waste and unwise 
excesses. 

In Chapters 4, 5, 6 and 7 the author, with commendable clarity 
and thoroughness, discusses the principles and develonment of 
highway finance and taxation, and relates the experience of North 
Carolina, culminating in the abolishment of all local road govern- 
ing bodies and the assumption by the State of the maintenance and 
construction of all roads formerly under their direction. There 
are several points concerning taxation in Chapter 6 upon which 
one may well differ. From page 85 to 88 shifting and incidence 
of automobile taxes is confused with their effects. For the sake 
of clarity the two should be kept distinct. The former pertain 
only to transfer and settlement of the tax upon the ultimate payer. 
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The gasoline tax is clearly shifted to the consumer with probably 
greater success that any other commodity tax. The effects of a 
tax pertain not only to its incidence but also other results with 
which the author is really concerned. Undoubtedly such things 
as variations in the price level, reductions in production cost and 
price of automobile services, expansion in demand for these 
services, complementary nature of the demand for these services 
(for diverse things like automobiles, gasoline, tires, and oil chang- 
ing in efficiency and usefulness with improvements), and great 
rapidity of change in automobile taxes with lags in consumers’ 
reactions thereto complicate and obscure the effects of automobile 
taxation as to volume of use and cost to the consumer. However, 
there may be objection to the opinion that automobile taxation, 
while not reducing consumption of automobile services, has 
restricted the expansion in the use of them. Gasoline taxes of 
five, six, and seven cents and high commercial motor vehicle levies 
in some states apparently have this result. The author fails to 
point out the effects of the expenditure of these taxes upon high- 
way extensions and improvements in contributing greatly to the 
expansion in the demand for automobile services. Highways have 
been a cause as well as a result of motor vehicle traffic. 

The point on page 89 that the gasoline tax might be considered 
as financing the prime cost (repairs and upkeep reflecting intensity 
of use) and the tax on motor vehicle ownership the supplementary 
cost (administration and debt service) appear logical, but there 
might be objection that the latter cost is thus distributed on the 
ability theory. The most scientific levy on automobile ownership 
is on the basis of gross weight, type of tires, and number of wheels 
and might be considered as reflecting use inadequately measured 
by the gasoline tax alone. The investigations and tests of the 
Bureau of Public Roads measure such a basis which appears logical 
if the receipts are devoted to highways occasioned by the auto- 
mobile owner. Thus both gasoline and vehicle ownership levies 
may be considered as allocating highway costs on the benefit 
theory. 

Furthermore, it is of questionable merit to call a tax regressive 
because the poor pay the greater part or all of a particular tax bill. 
On this basis all automobile taxes are regressive more or less. 
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True, all taxes are paid out of income, but a tax is regressive or not 
only with respect to the base it is intended toreach. The property 
tax is regressive if small holdings are over assessed relative to large 
ones, and a sales tax is regressive when considered a device to hit 
small incomes administratively impractical to reach under a per- 
sonal net income tax but not necessarily so when levied along with 
a net income tax. On Mr. Leager’s basis all taxes which distribute 
costs in accordance with the benefit theory are regressive and call 
for an apology (bottom of page 90). Besides, if regression is 
assumed as undesirable, one might conclude that those with com- 
parative low incomes should pay no taxes at all as far as this is 
fiscally possible. The reviewer, who supports the ability prin- 
ciple in taxation, does not agree. 

This bulletin represents unquestionably a commendable and 
valuable contribution to the literature of highway management 
and finance, and deserves the attention of all who are interested 
in the highway problem. 

University of Minnesota. Artuur M. Borax. 


The Problem of Investment. By F. 1. SHarrner. New York: John 

Wiley & Sons, 1936. Pp. viii, 357. $3.00. 

A Harvard tutor and instruction in economics here gives us a 
different type of book on investment. Instead of the usual chap- 
ters on the financial structure of corporations, the various kinds of 
bonds and shares, how to interpret financial statements, and what 
constitutes a sound government bond, the author devotes his pages 
to the plight of the investor in the modern scene and what can be 
done about it. 

About 100 pages are given to recent tendencies in investment 
finance, including greater risk due to speedier technological 
changes, corporations growing larger and by devious means ren- 
dering their owners increasingly impotent so far as control is 
concerned, and the power of banks in the investment world. An- 
other 100 pages are devoted to ““The Fallacy of Safety in Mortgage 
Bonds,’’ showing that both in actual practice and in law mortgage 
holders have steadily lost protection. The author believes that 
everybody concerned would be better off if mortgage bonds, indeed 
if all forms of bonds, were discontinued as instruments of corpora- 
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tion finance. He contends that bondholders themselves would 
gain by taking frankly senior equity securities (preferred shares) 
since that is about all they now get under the guise of bonds; that 
the corporations would be better off by being relieved of fixed 
charges which often produce serious embarrassment in depressions; 
and that the economic system would be better off by having flexible 
securities, adjustable in their rate of return, substituted for in- 
flexible ones. 

Three chapters on business cycles and economic planning as they 
affect investment, while sketchy and somewhat superficial in 
spots, come to the conclusion that business fluctuations are in- 
herent in the modern system, are likely to increase in severity, and 
will harass and menace the investor more and more. The last 100 
pages analyze the problem of protecting the investor. Here among 
other topics we have a discussion of uniform accounting and more 
meaningful reports, voting trustees, investment counsel, regulation 
of holding companies, federal incorporation, Blue-Sky Laws, The 
Federal Security Act and The Securities Exchange Act. The 
author approves the last two as promising uses of governmental 
power. He also thinks well of the investment trust, especially 
the management type, believing that its poor showing during the 
past ten years in America is not conclusive evidence. The author's 
legal training perhaps predisposes him to heavy reliance on legisla- 
tive methods and remedies to the almost complete exclusion of 
educational ones. 

If one desired to start an argument he might question the wisdom 
of the author’s recommendation for the abolition of bonds—what 
it would do to insurance companies, banks, and fiduciary institu- 
tions generally; what about government and municipal bonds; 
and whether it would be sound policy in corporation procedure to 
allow one class of claimants, namely general creditors, to be pre- 
ferred over shareholders while not allowing another class, namely 
bondholders, to be so preferred? Or he might question the au- 
thor’s apparently deep concern for the welfare and protection of 
creditors while showing scant sympathy for the debtor, be he 
farmer, taxpayer or corporation. But all such questions would be 
in the nature of quibbling. It is a good book. While a large 
proportion of the author’s material is made up of court decisions, 
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public hearings, and statutes, it is far from being dull reading. It 
is hereby recommended as good collateral material for courses in 
Investment as well as for a class that might really benefit thereby 
—the actual investor. 
The Woman's College, AxserT S. Keister. 
University of North Carolina. 


Deficits and Depressions. By Dan Throop Smith. New York: 

John Wiley and Sons, 1936. Pp. vii, 264. $2.50. 

Dr. Smith’s study of deficits and depressions is a welcome addi- 
tion to the growing literature on the subject. It is particularly 
welcome because the greater part of this literature is favorable, 
perhaps uncritically favorable, toward enlarged public expendi- 
tures and unbalanced budgets in time of depression; and a critical 
consideration of depression deficits, with all the intricate ramifica- 
tions of treasury finance, is needed as a reminder that this complex 
question is far from settled. 

To introduce his discussion, the author devotes two chapters to 
a consideration of the relationship of treasury activities to the 
money market. Under any circumstances, a large and irregular 
flow of funds to and from the treasury must have a disturbing effect 
on business and finance. When government funds are held in an 
independent treasury, or even with the Federal Reserve Banks, an 
added difficulty arises from the influence of variations in treasury 
balances on the reserves of the commercial banks. Even those 
already familiar with this question will find Dr. Smith's discussion 
helpful and enlightening. 

The author discusses depression deficits at some length in three 
chapters on expenditures, the sources of funds, and the repercus- 
sions of government expenditures. The author recognizes that 
the theoretical justification for a policy of enlarged public expen- 
diture as a remedy for depression must be found in a monetary 
theory of business cycles, and in an income and expenditure theory 
of money and prices. The theoretical opposition to this policy must 
be based on the view that it prevents those real adjustments in the 
economic system that are essential to recovery. One factor pre- 
venting these real adjustments may be an unfavorable attitude on 
the part of business men toward unbalanced budgets. 
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The discussion of the repercussionary effects of a policy of en- 
larged public expenditure is unusually able. The analysis of Keynes 
is criticized as inadequate, even fallacious, in its assumption of 
leakages. It will be recalled that Keynes in his pamphlet, The 
Means to Prosperity, calculates the total effect of an additional 
government expenditure on income by assuming that every subse- 
quent spending that arises from the government expenditure adds 
to income, but that these spendings are continually diminished by 
leakages in the form of saving and expenditure on imported goods. 
Dr. Smith suggests that “‘expenditures for imports may stimulate 
business elsewhere or produce movements in the exchange rates 
which will stimulate exports.’ It has long seemed to the reviewer 
that Keynes's analysis with its emphasis on leakages can be applied 
only to gold standard countries. 

The opinion is frequently expressed that depression deficits must 
inevitably lead to inflation. This view is based on a supposed 
similarity of treasury policy in the present depression and in the 
war period. Because the author has given some consideration to 
war deficits, it would have been desirable to discuss more fully 
the great difference between deficits incurred during a boom, and 
deficits incurred during a depression. With adequate control of 
the banking system, and with a tax program designed to meet 
fiscal requirements in a time of moderate recovery, the danger of 
wild inflation is not, in fact, disturbingly great. 

University of North Carolina. E. M. BernstTEIN. 


What Employers Are Doing for Employees. By National Industrial 
Conference Board. New York: National Industrial Conference 
Board, 1936. Pp. xiv, 70. $2.00. 

This little volume is a statistical presentation of data collected 
by the National Industrial Conference Board in a recent survey of 
personnel activities in this country. The Board appears to have 
had two purposes in mind in making this survey. First and fore- 
most, it wished to call attention to the extent that employers have 
voluntarily taken steps to improve working conditions and to 
promote better relations in industry, a development which it feels 
has not been sufficiently appreciated by the public, and which it 











BOOK REVIEWS 229 


declares has been the object of attack in recent years by “‘sponsors 
of special programs of regulation of labor relations.’’ Secondly, 
it wished to measure the effect of the depression on certain phases 
of personnel policy. 

Using the questionnaire method, replies were received from some 
2,452 establishments which in 1930 employed approximately 
15 per cent of the gainfully occupied in manufacturing, extraction 
and refining, transportation and communication, wholesale and 
retail trade, finance and public utilities. The inquiry was con- 
cerned with the number and types of personnel activities in opera- 
tion at the time the survey was made, rather than with an attempt 
to describe them or measure their degree of success. The data 
collected are conveniently classified by type of activity, by indus- 
try, by size of establishment, and by section of the country, thus 
offering ready comparisons. 

It is somewhat surprising to note the extent to which certain 
activities were retained and even expanded during the depression. 
For example, group insurance made substantial gains, as did mutual 
benefit associations, old-age pension plans, and savings plans. 
The greatest expansion, as might be expected, was in the field of 
employee representation, the percentage of companies having such 
plans increasing from 5.0 per cent of those surveyed in 1927, to 
30.6 per cent in 1935. On the other hand, length of service and 
attendance bonus plans, and particularly stock purchase plans 
declined, the latter from 9.3 per cent in 1927 to 6.8 per cent in 1935. 

Students and others interested in personnel administration will 
find much useful information, well organized and presented, in 
this volume. Nevertheless, despite the claim that ‘‘the coverage 
.. . provides an unusually broad and representative cross section 
of American business,’’ there is reason to doubt that personnel 
activities are as widespread as the findings indicate. In the first 
place, while all parts of the country were represented in the survey, 
approximately three-fourths of the replies were received from 
establishments located in the northeastern section, where personnel 
management is developed to a greater extent than in other sections. 
In the second place, it seems not unreasonable to believe that 
those establishments which were sufficiently interested and willing 
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to codperate in the survey were probably the more progressive 
ones which would be most likely to be engaging in personnel 
activities. This two-fold selective process should be kept in mind 
in interpreting the data. 

University of North Carolina. Harry D. Wo tr. 
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NORTH CAROLINA 


The State closed its fiscal year on June 30 with a surplus in the 
General Fund of about $950,000. Of total General Fund receipts 
of $32,151,632, the sales tax accounted for $10,181,373 and income 
taxes for $8,088,119. As a result of the surplus, state employees 
received an increase in salaries for the present year of approxi- 
mately 4 percent. The new fiscal year started off with the receipt, 
during the first ten days, of two inheritance tax payments amount- 
ing to more than three million dollars. 


After more than 30 years, the State of North Carolina is again 
playing an active part in the management of a railroad. When, 
last year, the Norfolk and Southern Railroad, which has been in 
receivership for several years, defaulted on its rental payments for 
the Atlantic and North Carolina Railroad, running from Golds- 
boro to Morehead City, the latter company regained possession of 
its property. The road is now engaged in acquiring rolling stock 
and equipment. The State, which owns a majority of the shares, 
appoints eight of the twelve directors of the road. Ata meeting 
in August the directors elected a slate of officers recommended by 
the Governor. The road is expected to benefit from the develop- 
ment now in progress at the port of Morehead City. 


An unofficial tabulation shows that federal aid payments made 
in North Carolina during the fiscal year 1935-36 amounted to 
$40,366,611. These were divided into $4,943,827 permanent and 
$35,422,784 emergency payments. 


After leading two other candidates by a very close vote in a 
record-breaking primary on June 6, Clyde R. Hoey, the “‘adminis- 
tration candidate’’ for governor, defeated the opposition candi- 
date, Ralph W. McDonald, former Professor in Salem College, 
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in the second primary on July 4 by approximately 44,000 votes 
out of a total of 480,000. McDonald’s program called for: the 
repeal of the sales tax; higher taxes on incomes, corporation fran- 
chises, and public utilities; a broad social security program; more 
liberal aid for education; lower interest rates on state and local 
bonds; and a popular vote on state-owned liquor stores. The 
state platform of the Democratic Party pledges the repeal of the 
sales tax on “‘necessities.”” 


In accordance with acts of the 1935 General Assembly, the Gov- 
ernor has appointed several investigating commissions which will 
report to the next session of the legislature. One Commission is 
investigating county expenditures for roads before the State as- 
sumed the burden of road maintenance, and will make recom- 
mendations concerning state payments to counties to equalize road 
costs. Another is investigating the liquor question and the possi- 
bilities of a system of state-owned liquor stores. Still another is 
inquiring into alleged discriminations by large oil companies in 
regard to gasoline prices in the state and the desirability of estab- 
lishing a state-owned gasoline terminal. The legislature author- 
ized the appointment of a commission to investigate ‘‘the high and 
unreasonable retail prices of fertilizer’’ in the state, but no appoint- 
ments have been made to date. 

Duke University. B. U. Ratcurorp. 


SOUTH CAROLINA 


Business conditions are definitely better in South Carolina than 
they were a year ago. This is indicated from reports released by 
the State Bank Department and the State Tax Commission. 

The assets of all state banks on June 30, 1936, were $70,256,217 
as compared with $58,044,906 on June 30, 1935. Total deposits 
increased from $50,074,239 to $62,047,923. The collections from 
South Carolina’s various sales taxes for July 1936 were the highest 
on record. The tax on tobacco products yielded $193,496 as com- 
pared with $168,262 in July 1935. The soft drink tax revenue was 
$151,743 as compared with $97,134, and the revenue from the 
gasoline tax was $810,791 as compared with $715,305. 
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The 1936 General Assembly convened in January and remained in 
session until the first week in June. It thereby established an all- 
time record for length of session. Some of the more important 
legislation enacted follows: 

I. The reorganization of the State Highway Commission. 
The fourteen members of the Highway Commission are to be 
elected by members of the General Assembly by judicial circuits. 
Formerly the members of the Commission were appointed by the 
Governor with the consent of the Senate. The purpose of the act 
was to remove from the Governor the power to control the Com- 
mission. 

II. The reduction of automobile license fees by approximately 
one-half. The new fees now range from $1.50 to $7.50. 

Ill. Bonds for highway construction. A number of separate 
acts providing for the construction of specific highways in the 
state system resulted in increasing the bonded obligations of the 
Highway Department by approximately $14,315,000. Some of 
the bonds authorized have been sold at the advantageous rate of 
25 per cent. 

IV. A rental system of supplying textbooks, administered by a 
State School Book Commission. The annual rental established 
by the Commission is one-third the contract price of the books. 
Individual school districts and counties may elect not to come un- 
der the provisions of the act. Eight of the forty-six counties have 
so elected. 

V. The creation of a Department of Labor, the result of several 
years of agitation by organized labor. 

VI. A conditional forty hour week. An act was passed making 
it unlawful for an employer to “‘employ or suffer or permit an em- 
ployee to work for more than forty (40) hours in any one week or 
for more than eight (8) hours in any one day of twenty-four (24) 
consecutive hours, or on more than five days in any period of seven 
consecutive days.’’ The act applies only to textile mills and is to 
take effect only when North Carolina and Georgia have adopted 
similar laws. | 

VII. A system of unemployment compensation, designed to 
qualify for federal approval. The benefits to the unemployed 
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person range from $5.00 to $15.00 per week. The Commission set 
up by the act began operation in September. 
University of South Carolina. S. M. Derrick. 


TENNESSEE 


In an effort to be of definice help to the next governor and legis- 
lature, the Tennessee State Planning Commission has been active 
since June 1 in promoting research on the major problems likely to 
be acted upon by the next legislature. Projects include study of 
the various welfare institutions of the state; of the merit system in 
the selection of government personnel; rural electrification; prob- 
lems arising under the Federal Social Security Act of 1935; the 
liquor problem; the eight-point school program of the Tennessee 
Education Association; child labor and women in industry in 
Tennessee. Attention is being centered upon a general survey 
of the state fiscal system and the possible sources of revenue to 
meet the inevitable additional costs of new legislation that the 
next legislature is expected to pass. 

Work completed by the Commission to date includes a land- 
use study; a population study with graphs to show population 
trends; a study of the Obion River and Forked Deer River drainage 
areas; a detailed study of the Cumberland Basin as part of the com- 
prehensive study of the drainage area of the Ohio River; a study of 
aviation and aviation facilities in the state; a railroad crossing 
survey; a survey of county roads; a survey of schools and school 
facilities with reference to consolidation; a non-urban recreational 
map of the state; and a study of the state tobacco tax. A complete 
inventory of public works, made in 1935, is in process of being 
brought down to date, and a digest of Tennessee revenue laws will 
soon be published. 

The Commission has set up four regional commissions and has 
plans for a fifth. 


The Southern Business Education Association will hold its 
annual convention in Knoxville, Tennessee, November 26-28. 
Dr. Ross M. Cunningham, of the School of Commerce, University 
of Tennessee, will have charge of local arrangements. 
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The School of Commerce of the University of Tennessee an- 
nounces the release of the first two studies of a series dealing with 
unemployment in Tennessee. These studies, by Professor William 
E. Cole, deal with rural rehabilitation services in Knox County 
and with the effects of the depression upon 500 relief families in 
Knox County. The third study, conducted by Dr. Frank B. Ward, 
will be released within a few weeks. It deals with the extent and 
length of unemployment by industries, occupations, race, sex, age 
groups, educational background, and number of dependents. 
Copies may be secured from the University upon request. 
Tennessee Valley Authority. T. L. Howarp. 


VIRGINIA 


The tenth session of the Institute of Public Affairs was held at 
the University of Virginia from July 6th to July 17th. The pro- 
gram of this year’s Institute included such subjects as Current 
Problems of Business and Finance, Government in Business, Inter- 
national Good Will, Current Problems in Our Latin American 
Relations, The Church and the Problem of Democracy, and Local 
Government. 

One of the most popular round tables was that of Current Prob- 
lems in Business, sponsored by the New York Stock Exchange. 
Before this group appeared Matthew Woll, Vice President of the 
American Federation of Labor, Orrin G. Wood, President of the 
Investment Bankers Association, Godfrey Nelson, Secretary of the 
New York Times Company, Colby N. Chester, of the General 
Foods Corporation, W. Randolph Burgess of the Federal Reserve 
Bank of New York, Edmund Platt, former Vice-Governor of the 
Federal Reserve Board, and others equally prominent. A few of 
the subjects discussed were: Control of Bank Credit; Labor, Sound 
Money, and Inflation; Capital Gains and Losses; Credit Control; 
Investor Information—Its Economic Importance and Erosion by 
Government Finance.! 

Speaking before the Round Table on International Good Will, 

1 The papers read before this round table as well as all others read before the Institute 


meetings may be obtained in mimeographed form from the Secretary of the Institute of Public 
Affairs, University of Virginia, University, Virginia, at a nominal price. 
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Dr. Frank P. Graham, President of the University of North Caro- 
lina, dealt with human relations. Emphasizing the human im- 
plications of interracial, industrial, and international relations, 
President Graham said, “‘One test of freedom is the equal freedom 
of organization. Just as the American principle of liberty guaran- 
tees the freedom of individual capitalists and individual laborers 
to organize or not to organize, so the American principle of equal 
tights makes it logical that, if a group of capitalists organize and 
bargain collectively through a corporation, corresponding groups 
of workers have the equal right to organize and bargain collec- 
tively through a labor union. The principle of collective bar- 
gaining, which is at the center of the democratic movement in its 
latest phase, is resourced in the very springs of American democracy 
and will test the sincerity of our faith in the American idea of the 
freedom and security of equal opportunity for all peoples.”’ 

At one of the evening sessions of the Institute John Temple 
Graves, II, Associate Editor of The Birmingham News, expressed 
the belief that the South offers American industry its greatest new 
market, but American industry must give hostages to develop that 
market. It must subscribe to policies which will improve the lot 
of the Southern farmer and the Southern worker, because from 
these two must come the purchasing power that will make possible 
the new market. The section must be developed, not exploited. 
In conclusion Mr. Graves said, ‘‘Its poverty to be defeated in favor 
of a great new market; its paternalism to be translated into the 
social responsibility to which it is related; its provincialism as an 
agent to the enlightened individualism upon which the philosophy 
of umpired competition depends—these three the South offers 
American industry today. And in their sign this region may 
become, for an age bowed down with its own mass and machine, 
what many an observer is already calling it—the hope of America.”’ 

The Institute meetings were brought to a conclusion by addresses 
by Hiram Bingham, former United States Senator from Connecti- 
cut, and Harold S. Ickes, Secretary of the Interior and Administra- 
tor of Public Works of the United States, on the subject, Repre- 
sentative Government Versus a Dictatorship. 

University of Virginia. G. T. Srarnes. 

















PERSONNEL NOTES 


E. H. Anderson, who was Assistant Professor in Economics at 
Furman University during the past year, is continuing his graduate 
work at the University of North Carolina during the coming year 
He is offering courses at North Carolina State College during 
the fall quarter. 


C. P. Anson, Professor of Economics at Potomac State School of 
West Virginia University, is entering the Graduate School of the 
University of North Carolina to continue his studies in economics. 
He will do part-time work and instruction along with his gradu- 
ate work. 


Fred H. Arnold has resigned from the University of North Caro- 
lina, where he took his Ph.D. degree last June, to become Professor 
of Economics at Texas Agricultural and Mechanical College. 


Albert J. Barlow, Professor of Accountancy at the University of 
Virginia, spent the summer in New York City where he taught 
accounting at the College of the City of New York. 


D. M. Beights, formerly at the University of Florida, has become 
Acting Head of the Department of Business Administration at the 
Sam Houston State Teachers College. 


Truman C. Bigham, Professor of Economics at the University of 
Florida, has returned to his regular duties after spending a year as 
Visiting Professor of Public Utilities and Public Finance at the 
University of Washington. 


F. H. Bunting has been elected to a teaching fellowship in the 
Department of Economics and Commerce at the University of 
North Carolina for the coming year. 
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C. E. Burns of Milligan College is adviser to the Tennessee Insti- 
tutional Studies Committee. 


Edward G. Cale, who has been serving as Acting Director of the 
Evening School of Business Administration of the University of 
Richmond during the absence of John J. Corson, 3rd, has accepted 
a position as Assistant Professor of Economics at Tulane University. 


Lawrence Clark, who recently received his Ph.D. degree from 
Columbia University, has accepted an instructorship in Economics 
at the University of Tennessee. 


Ross M. Cunningham, Associate Professor of Marketing, Uni- 
versity of Tennessee, resumes full-time work with the University 
this fall. For the past two years he has devoted part of his time 
to research work for the Tennessee Valley Authority. He also 
conducted research studies for the Tennessee State Planning 
Commission. 


C. H. Donovan, who has been Assistant Professor of Economics 
at Alabama Polytechnic Institute, is continuing his graduate work 
at the University of North Carolina. 


H. M. Douty took his Ph.D. degree at the University of North 
Carolina last June. He will continue as instructor in economics 
at the University of North Carolina. 


R. E. Dunford of the University of Tennessee made a study of 
different state welfare institutions for the Tennessee State Planning 
Commission during recent months. 


Roy L. Garis of Vanderbilt University served as Director of 
Research for the Tennessee State Planning Commission during the 
summer months. 


A. J. Graves, who has assisted Dr. Cunningham at the University 
of Tennessee during the past year, has returned to his home in 
Lawrence, Kansas. 
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Clarence Heer, who has held a visiting professorship at the Uni- 
versity of Chicago for the past academic year, is returning to the 
University of North Carolina this year and resuming his teaching 
and research in the field of taxation. 


R. W. Henninger has resigned from North Carolina State College 
of Agriculture and Engineering, University of North Carolina, 
and has accepted an appointment with the Social Security Board 
in Washington. 


Ralph C. Hon has been promoted from Associate Professor to 
Professor of Economics and Business Administration at South- 
western College. 


W. B. Jones, Jr., University of Tennessee, studied the various 
welfare institutions of the state for the Tennessee State Planning 
Commission last summer. 


William R. Junkin of Cornell University has been appointed 
Associate Professor of Economics and Business Administration at 
Southwestern College. 


Clarence E. Kuhlman, Associate Professor of Economics at the 
North Texas State Teachers College, takes up his work as teaching 
fellow in the Department of Economics and Commerce of the Uni- 
versity of North Carolina the coming year. 


B. Frank Kyker of the Woman's College, University of North 
Carolina, conducted classes in commercial education at the Uni- 
versity of Tennessee during the first session of the summer school. 


Phillip R. Layton, formerly of Duke University, has accepted an 
appointment as Assistant Professor of Economics at the University 
of Maryland. 


John J. W. Neuner, Assistant Professor of Accountancy, College 
of the City of New York, taught classes in accounting during the 
first term at the University of Virginia summer school. 
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A. J. Nichol, formerly of Duke University, has accepted an ap- 
pointment as Associate Professor of Economics at the University 
of Maryland. 


L. J. Silverman of the University of Chattanooga has been 
granted leave of absence to do graduate work at the University of 
Wisconsin. 


Robert S. Smith of Duke University was studying in Barcelona, 
Spain, during the past summer and witnessed the first few days of 
fighting at the outbreak of the rebellion. He continued his studies 
for a time at Marseilles, France, before returning to the United 
States. 


Tipton R. Snavely, Chairman of the Department of Economics 
and Commerce of the University of Virginia, directed a general 
survey of the state fiscal system for the Tennessee State Planning 
Commission during the last summer. 


Frank B. Ward, Professor of Economics, has been released by the 
University of Tennessee to the federal government during the fall 
quarter to conduct forum discussions under the auspices of the 
Adult Education Movement. His headquarters will be in Chat- 
tanooga. Dr. Ward has been conducting research studies for the 
Tennessee State Planning Commission. He was chairman of the 
Planning Research Committee at the University of Tennessee for 
the past year. 


Rex S. Winslow has been promoted from an instructorship to 
Assistant Professor of Economics at the University of North 
Carolina where he took his Ph.D. degree last June. 


Professors Witham, White, Cole, and Combs of the University 
of Tennessee are making a comparative study of state constitutions. 
The study includes tabulation and analysis of the major provisions 
of the constitutions, with special emphasis on finance and taxa- 
tion, state governmental organization, county government, and 
public welfare institutions. 
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TENTATIVE PROGRAM OF THE SOUTHERN ECONOMIC 
ASSOCIA TION* 


Ninta AnNuaL Mezetinc, NoveMBER 6TH AND 7TH, 1936 
Biltmore Hotel, Atlanta, Georgia 
Friday Morning—10 A.M. 


(Round Table sessions run concurrently) 


Round Table I—Social Security. Chairman, H. C. Bratnerp, The 
Citadel 
1. The Place of Social Security in our Present Economic System. 
Harry D. Wo r, University of North Carolina 
2. Social Security Legislation in the South. Franx T. pe Vyver, 
Duke University 
Discussion: O. C Aut, Peabody College, and others 
Round Table [l—Population, Standard of Living, and Relief in the 
South. Chairman, Grorcz Fort Mitton, Editor, Chat- 
tanooga News 
1. Population. Joszpxu J. SpenciER, Duke University 
2. Standard of Living. E.Z. Parmer, Universty of Kentucky 
3. Relief. H. B. Myers, Research Division, Works Progress , 
Administration 
Discussion: ArtHur F. Raper, Commission on Interracial Co- 
operation, and others 


Friday Afternoon—z:30 P.M. 


Joint Session with Southern Political Science Association 
1. The Public Service as Training for the Social Scientist. Presidential 
Address of James W. Martin, Southern Economic Association 


*Since copy for this tentative program had to be prepared September 1st, it is understood 
that revisions will be made before the final version is announced. 
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2. Some Phases of Training Public Personnel. Presidential Address 
of D. W. Knzpprr, Southern Political Science Association 
3. Address by Aur Stone, Chairman, Mississippi Tax Commission 


Friday Evening—8 P.M. 
Joint Session with Southern Political Science Association 
Topic—Some Consequences of New Deal Financial Policies 

1. Economic Consequences of Taxation Policy. T.C. Bicuam, Uni- 
versity of Florida 

2. Political Consequences of New Deal Financial Policies. Lovts 
Browntow, Director, Public Administration Clearing 
House, and CHartes E. Merriam, President, American 
Political Science Association, and Distinguished Service 
Professor, University of Chicago 


Saturday Morning—g A.M. 


Business Session. President James W. Martin, Presiding 


Saturday Morning—10 A.M. 
(Round Tables run concurrently) 


Round Table I—Land Policy in the South. Chairman, Mercer G. 
Evans, Resettlement Administration 
1. Forests in the Economy of the South. E. L. Demmonp, Director, 
Southern Forest Experiment Station 
2. The Requirements of a Lasting Agricultural Economy. Wit W. 
ALEXANDER, Resettlement Administration 
Discussion: J. W. Firor, University of Georgia; B.O. WiLL1aMs, 
Clemson College, and others 
Round Table II—Chain Stores and Consumer Cooperatives. Chairman, 
Ma coi D. Taytor, University of North Carolina 
1. The Situation in Chain Store Distribution. Wi trorp L. Wuite, 
Chief, Marketing Research Division, Bureau of Foreign 
and Domestic Commerce 
2. The Consumer Codperative Movement. E. R. Bowen, General 
Secretary, The Codperative League of the United States 
Discussion. 
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